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LEGISLATURE OF ONTARIO 
SELECT COMMITTEE - HYDRO HEADQUARTERS 

The committee met at 10.22 o'clock, a.m.,in the 
members' board room. 

Mr. Chairman: Ladies and gantlemen, I ask the 
committee to come to order. Mr. Gathercoley is waiting and I 
understand you are ready to proceed with him, Mr. Shibley. 

tw S Yea Goro 
We. Charmon: Mr. Gathercole, you've béen sworn before and, all 
being well, we're drawing to the point in our hearings where 
I don't think there's going to be an occasion for you to come 
back again, but anyway, on this occasion welcome back. 

Mr. Gathercole: I'm delighted to hear the latter, 
Mr, Chairman. 

Mr. Walker: Don't say nothing. 

Mr. Shibley: Don't even tell us about any turbines 
at Niagara Falls. 

I ask the clerk to show the witness exhibit 232, please. 
That's a letter that was recently produced, from Mr. Smith to Mr. 
Cronyn, dated April 14, 1972. Mr. Gathercole, have you ever seen 
this letter prior to today? 

Mr. Gathercole: I saw it after it had been presented 
here at the hearing Bye a day or two m ago. 

Mr. Shibley: That was the first occasion? 

Mr. Gatnercole: Yes. 

Mr. Shibley: I refer you to the postecript of that 
letter wherein it states: "I've just talked to Colin Brown, who 
is talking to Gegrge Gathercole, who said he was going to be 
talking to Darcy in the next month and thought we are one of the 
proposals being seriously considered." 

That's the portion of the postscript which I'm interested 
in dealing with you at this time. Did you have conversation with 
Colin Brown refergble to the fyga Hydro head office building? 

Mr. Gathercole: My recollection is that Colin Brown 
did call me on one occasion and asked me i we were going to 


proceed with the building. He mentioned during the course of 
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(Mr. Gathercole) 
that that Ellis-Don had been making a submission and asked me 
about it. That was all. 
Mr. Shibley: When did that conversation take place? 
Mr. Gathercole: Frankly, I don't know. It must have 
been some time in the-— obviously it had to be before the date 
of this letter, but how much before that I don't know. 
Mr. Shibley: It also appears to have been at a time 
when you were anticipating your trip to Japan with Mr. MecKeough. 


Mr. Gathercole: Yes. I must have communicated ae 
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conmemmtoeced. that to Colin that I would be going to ... 


Mr. Shibley: Yes. When were your plans for your 
trip to Japan settled upon? 

Mr. Gathercole: Maybe two or three weeks prior 
to that. 


Mr. Shibley: Yes. So that we can take it that 





your conversation with Mr. Brown occurred in the interval 
of the last week of March or the first two weeks of April, 
1972? 

Mr Gathercole: That's possible. 

Mr, Shibley: Now, on that occasion, he having 
mentioned Ellis-Don to you, jggpppaum@tee did you, in fact, tell 
Mr, Brown that you were about to be talking to Mr. MeoKeough , 
as the postscript indicates? 


Mr, Gathercole: I have no recollection of doing so 





but I think from the content of this observation that I must 
have observed that. 

Mr, Shibley: Yes. And having told Mr. Brown that 
you would be talking to Mr. McKeough, did you also tell Mr. 
Brown that Ellis-Don would be one of the ems, fgg mn Orry 
Ellis-Don was one of the proposals being seriously considered 
by Ontario Hydro? 

Mr. Gathercole: I knew that Ellis-Don had made a 
submission which was weg being analyzed by Mr. Candy. And I 
took it that it was being considered. Seriously considered. 


Mr. Shibley: I see. Now, just in that respect, 





had you as at April 14.5 I'm sorry, had you ,as at the time of 
your discussions with Mr. aoe te informed by Mr. Candy's 
memorandum of February 1, by Mr. Candy's and Mr. Mink's 


memorandum of April 10, or in any other manner, had you been 
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(Mr. Shibley) 
informed that sdfarfas the people who were under you and 
directly dealing with this matter were Soncernes , CHey were 


already recommending Canada Square as the developer to receive 


this project? 





My, Gathercole: <a SOT See 
} AWN 
Wasn'tAghe April 10 memorandum which zeroedyon Horizon and 
ic 
Canada Square? 
Nprernib ley That's correct. 
Mr. Gathercole: Bat up to that time it seemed to 
eimai 
ae ie 
me the field was wide open and then that @& was keeper their 
deduction. 
Mr. Shibley: Yes. Well, had you even earlier 
SE LESTER SESSA? 
than that memorandum been appraised of the fact that the 
choice had narrowed down in a manner that excluded Ellis-Don 
as a developer whose proposal was being considered seriously? 


Mr, Gathereole: No. 


Paar tase 
Mr. Shibley: In any event, gaymppimiegees- you had this 





discussion with Colin Brown, @/Mhat was the purpose of the 
conversation between you? 

Mr, Gathercole: I think Colin Brown was simply 
bringing to my attention that Ellis-Don were making a proposal. 

Mr. Shibley: What interest would Colin Brown have 
in discussing that with you? 

Mr. Gathercole: I don't think any interest other 
than a friend, I fio baat might describe one in that way, 
an acquaintance. I suppose they had had relationships before 
of one sort of a social nature and that was his purpose in 
calling. I think it was in connection with another matter. 
We at one time had been contemplating having a golf game down 
South and I thinkyefierged out of that conversation. 

Mr. Shibley: Well, did this amount to Colin Brown 
putting in a good word with you on behalf of Ellis-Don? 

Mr. Gathercole: I think he was fulfilling an 


ET, 


obligation, in this sense y that maybe Don Smith had called him 
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(ir. Gathercole) 
and asked him if he would try and ascertain what the situation 
was with respect to his proposal and he was just fulfilling 
an obligation. He wasn't urging me that the contract should 
go to Ellis-Don. we certainly didn't do that. 
Mr. Shibley: Was there ever any mention made in 
the course of the conversation that Mr. Smith was a contributor 


to the Progressive Conservative Party? 


Mr. Gathercole: No. No. Absolutely not. 





H-2478 to follow 
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H 2478-1 DL. 
ee 
a ce 
Mr. Renwick; Mr. VORCRANY 22.5 go back one question. 


My recollection of Mr. Smith's evidence as it came through 
to us about the origin of the idea that Colin Brown would 
call you is that a_i Mr. Smith and Colin Brown 
have luncheon together a couple of times a week, that it was 
out of a luncheon pees ch ated Plein for practical purposes 
Mr. Smith left the impression that the initiative came from 
Colin Brown, that he, Colin Brown, would call you about it. 
Now ~ tage I understand luncheon discussions a as to where 
the initiative came Eee the sicaestianint Ae ee, 
was that this would be helpful to his friend, Don Smith, for 
him to call you. Now would it be helpful for Colin Brown to 
call you on a matter like this? 

Mr. Gathercole: #@ It wasn't in this case and as far 
as I am aware it never has been in other cases. 

Mr. Renwick: How long have you known Colin Brown? 

Mr. Gathercole: Oh, I've known Colin Brown for ten 
years or more. 

Mr. Renwick: Well? 

Mer. Gathercole; oon ne have an occasional golf game 
together. 

Mr. Renwick: You classify yourself as reasonably 
good friends in a business sense or in a social sense. 

Mr. Gathercole: Ceatarsiteminnaa? Just in @ I would say, 
@a a golfing yA ha we get together occasionaly and have 


a game together, 
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Mr. Renwick: Did you know that Colin Browr was a 


supporter of the Progressive Conservative Party? 

Mr. Gathercole: Oh yes, 

Mr. Renwick: What more did you know about Mr. Brown? 
We are having trouble finding out whether Mr. Brown does 
anything other than publish ads in the Globe and Mail, 

Mr, Gathercole: Well I would say Colin—— 


rn a END 


Mr. Renwick: Ana sell insurance. 


a eetnmenmeeeenemenll 


Mr. Gathercole: sch ua been a very successful 





entrepreneur. 


Mr, Renwick: We understand that but ~—— 
ccnarpienisianinaceameanarentieasingt it TEOEAE! 


Mr, Gathercole: I mean in a business way, Mr. Renwick, 
ED 


and he's a very interesting individual. Let me say that. 


Mr. Renwick: How would you classify him with respect 





to the Progressive Conservative Party in so far as his 
activities are concerned ,? 

Mr. Genest: Is Mr. Gathercole supposed to be an expert 
on he affairs of the Progressive Conservative Party? 

Mr. Renwick: Not necessarily an expert but knowledgeable, 


shall we say. 


Mr. Gathercole;: bpichiast eabice not knowledgeable so much on 





the political Ae cae I have been involved in policy 
formulation, but not on the political side But I have been 
acquainted with the fact that Colin Brown Sggggieepeuedseemeentes 
I believéybeen a Conservative and pid Geddapiaeave affiliations 
over the course of aan ae I don't know whether he has them 
with the Liberal Party either because he's a damn good friend 
of Joe Jeffreys. 

Mr. Renwick: Could I put 


etal 


Mr, Gathercole: A lot of these people do business, you 
Caan ee _ineetiennentenaceasiomteneceracenenataatetll 
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know, with Liberals, 


Mr. Renwick: There are a lot of supporters of the 





Provincial Conservative Party who have very close federal 
Liveral connections. But would you, can I put words in your 
mouth, would you call him an active aggressive supporter of 
the Progressive Conservative Party in the province of Ontario 
in the area of London, Ontario? 
Pk TT ce 
Mr. R. G@. Hodgson: Maybe you could ask igepmeetedee hi 
aia eameeeeenemnntailieattnidiaaittim aia 
provincial or not. 


Mr. Renwick: Provincial, yes. 


Mr, Gathercole: I would say that Colin is interested 





in a number of ventures Ontario english—speaking, french 


my 


speaking relations would be ones, ‘eg-developments of 


relationships with other countries. 





Mr, Renwick: No, I'm speaking of 
enamel taa | 





Mr, Gathercole: I know you SEB, Ne all I'm saying is 
that I think that he is interested in the operations of the 
governmental system in Canada. 

Mr. Renwick: No, is he an active aggressive supporter 
of the Progressive Conservative Party? Would you classify him 
in these terms? 

Mr, Gathercole: To what extent he would be that, I do 
not know. I know that he is closely identified with many 
Progressive Conservative figures but I know also that he is 
(in very close terms with Liberals as well. Maybe N.D.Pérs 
Gummme- I don't know. I'm not that close to him e play golf, 
that's all, 


Mr, Walker: He's a very good friend of Stephen Lewis. 


SO LT 
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Mr. Shibley: Mr. Gathercole, have you told us the 
whole of the content of your conversation with Mr. Brown? 
Mr, Gathercole: Yes I have, Mr. Shipley, As far as 
I can recollect it was quite an innocent call, be brought 


hae 


the question up of 


(Tape 2479 follows) 
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(Mr. Gathercole) 





=it 


rx 
; Ellis-Don mad made a proposal, and 


were they in the running; and I said they were in the running. 





Mr. Shibley: Yes. Did you have any further conversations 


ES 


with Mr. Brown at any time? 


Mr. GAthercole: No, no. 





Mr. Shibley: When you were on the plane with Mr. lMcKeough 
did you discuss Ellis-Don with Mr. MeKeough? 


Mrs Gathercole: I did not. Absolutely I did not, no. 


Mr, ohibley : fyYou had no@ Giscussion with Mr. McKeough abou 


Ellis—Don? 


Mr. Gathercole: No-mnone whatsoever. Now, that may seem 





strange, _Sigme~mekeees but I didn't. I interpreted the telephone cal 
to be are tee oe vce fulfilling an obligation, I said that Ellis- 
were in the running and I assumed that he would be going back to Don 
smith and communicating with him. 

Mr. Bullbrook: Mr. Shibley, you should give Mr. Gathercole 


the advantage of Mr. McKeough's response, because - 


Mr. Shibley: Well, I was just checking with Mr. Bell to 





make sure my memory was correct. 
Mr. Bullbrook: Mr. McKeough, Mr. Gathercole, for your | 

information, and you might not have had a discussion, I think it's 

a question OP WBiaibtieg 0 ut in fairness to you you should know that 

Mr. MeKeough advised us under oath that you had told him the names 

of all the erat Re bes making proposals. Whether that's a 

digscussion of Ellis-Don, I don't know, but in fairness to you 

you should know that. 


Mr. Gathercole: I read - 
Mr>sridiey: Well, I don't think he said all of the 





proposals. 
Mr. Gathercole: NO. 


Oh , 
Mr. Bullbrook: Vesa sorry; I thought he did. 


ine: amen 





Mr. Gathercole: No. 
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Mr. Shibley: lé said he wetminaiaed- mentioned Horizon, 

Y and R and Ellis-Don. He didn't say he <aeemie mentioned Canada 
Square. 

Mpw Bullbrook: Oh, I'm sorry. 

Mr. Shibley: That's all right; I'm just checking to make 
sure before I Smgmme present it to himé, 

Mr. Gathercole: I read Mr. McKeough's evidence on that. 

Mr. Shibley: Oh, you did read it. 

Mp. Gathercole: Yes, I did, and - 

Mr. Shibley: All right, thank you, so that when you gave 
your testimony a few minutes ago you read it with an understanding of ie 
@@ what Mr. McKeough had said. 

Mr. Gathercole: Yes; I thought Mr. MeKeough had aera a 
little bit on it. He said at one time that he was sure that I had 
mentioned some of the names, and @® another time he says, "Well, ni 
am think so", ss an wasn't sure". And this was my reading of his 
evidence. But my recollection 18,1 didn't mention the names of 
the developers because I didn't know all of them. And my recollection 


is that I didn't e@pmie- mention the developers ‘panes to him. aes: 
My. Shibley: You did not. 





Mr. Gathercole: Yes, I did not. That's my recollection. 
Hise: To . Just 
Mr. Bullbrook: Would you permit meyfor a moment, I want 


you to understand, Mr. Gathercole that - 


Mr. Gathercole: I'm not denying maybe » that I had, but 
Re salah eed ces 


perhaps he might have picked up the @p names from the conversation, 
you know, the discussions, the hearings. 
Mr. Shibley: Mr. Eo ey enes 


neereereaaeeneymnmnaemnnaemeeet 
I will give you this much also . Mr. Nastich had in his possession 





the April 10 memorandum which contained the details of the names 
and content of the submissions of the four developers, did he not? 


Mrve@athercoles Welly. Donad tascopyeof it,;.l.don't think 





dia, but l'm not sure of that. 





My, snibley: So that - 


Mr. Gathercole: I had a copy of it which I took and 





discussed with - 
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Mr. Shibley: Yes, so from that document itself you would 





know who the developas were. 

Mr. Gathercole: Yes, I knew 4 the four or five develope 
d@ep there, but I didn't know whether there were others. 

Mr. Shibley: ~atay-we are only talking about the ones that 
are really referenced in that senor tenes that you did know at the tim 
of your trip to Japan? 

Mr. Gathercole: Yes, I did, yes. 

Mr. Shibley: And you had the report with you for the 
purpose, I take it, of discussing its content with Mr. McKeough, did 
you not? 

Mr. Gathercole: Ym I took the report with me to discuss 
the contents of it with Milan Nastich and not with Darcy McKeough. 

Mz. Shibleys 1 <see’. 

Mr. Gathercole: The question I @ was raising with Ge Darcy 


SON IE LNT FSAI MNT OED 


MeKeough related to wage whether it was the Treasury's current policy 





mtn. 
that Hydroywas going to proceed with its office building, should go 
the lease-purchase route or whether it could obtain funds through 
the issue of its bonds, guaranteed by the Province. That was my 
essential question that I was raising with Mr. McKeough. 


Mr. Shibley: Well, just on. that score, Mr. Gathercole, 





while we are on the question of guarantees. Was the matter of a 
provincial guarantee for this transaction ever taken up by you wit!) 
anyone in government? 


Mr. Gathercole: That is the Ontario Hydro - Canada Square 


A PN TR EIEN Te NRT? 


agreement? 


Mr. Shibley: Yes. 
TRE 
Mr. Gathercole: No, absolutely not. The first I ever 
- d 
heard of it was when it surfaced, as the wo@rd ha “vecone, at this 





hearing. 
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Mr. Shibley: Right. So that/any references to a 
provincial guarantee in the documentation or testimony of others 
is not to be taken as an indication that you, or anyone on your 
instructions, made any approach to the previncial government to 


provide a guarantee for this transagtion. Is that correct? 


Mr. Gathercole: That is absolutely correct. 





Mr. Gathercole: And the first time you had any 
awareness that representations were being made or documents 
created which included a provincial guarantee was through 
this hearing. Is that correct? 


Mr. Gathercole: Yes. 





Mr. Shiibley: And similarly, have you any knowledge 
or information as to any actual or contemplated applifiation to 
the Treasury Board respecting this transaction? 

Mr. Gathercole: None whatsoever. 

Mr. Shibley: Now, just returning to this conversation 
on the airplayje with Darcy MceKeough, did you tell Mr. McKeough 
that you had been spoken to by Mr. Brown? 


Mr. Gathercole: N@, I didn't 





Mr. Shibiey: You subsequently received a communication 
from Ernie Jackson around the early part of July on behalf of 
Mr. Smith, did you? Askinsyvou to gkeaexe meet with Mr. Smith ? 

Mr. Gathercole: Yes, a telephone call. 


Mr. Shibley: And again, in that respect, was Mr. Jackson 





someone who was, so to speak, interceding on Mr, Smith/s behalf, 
to get him a meeting with you? 


Mr. Gathercole: I would say that was so. 





Mr. Shibley: You attended a reception, I don't know whether 





it was F for or by Mr. Jackson, in December of 1972. Did you have 
any conversation with Mr. Jackson on the occasion of that reception? 


It was December l4th. Referable to Ellis-—Don? 
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Mr. Gathercole: No. 
Mr. Shibley: Or referable to the Hydro head office 
building? 
Mr. Gathercole: None whatsoever. It was on a fund raising 


thing, for 8t. Paul's. 


Mr. Genest: For what? 





Mr. Gathercole: St. Paul's Cathedral, London, England. 





Mr. Bullbrook: Could we call St. Paul? 





Mr. Shibley: I do every Sunday. 


Mr. Gathereole: Who else would be left? 





Mr. Shibley: I want to take you to July 18, 1972, 


Mr. Gathereole, which has become a somewhat sipnificant date. 

Tt was the day of a meeting which Mr. Candy had with Mr. Moog 
and Mr, Coles respecting which, Mr. Moog ecompiffed a memorandum. 

I don't kno_w whether you have examined that memorandum. 

Perhaps it should be produced to you. It is Exhibit 211. 

But it is also the day that you had a mak meeting with Mr. Candy 
and Mr. Dean. 


Mr. Gerst: And Mr. Gordon was there, wasn't he? 





Mr/ Shibley: And Mr. Gordon. It was Mr. Gathercole, 





Mr. Candy, Mr. Dean, Mr. Gordon and it happens to be the day 
immediately preceding @ the date of the meeting of the commissioners 
at which approval was given to enter into a contract with Canada 
Square. Now, T don't want you to be overly distracted by 
Exhibit 211, Mr. Gathercole. I just give it to you as some 
information as to what Mr. Candy is said to have discussed with 
Mr. Moog. I have to tell you that the document has been discredited 
> 

o 

by both the Sui ene ane ae Candy and Mr. Coles, as to the 


accuracy of some of the statements it contains, hutiubetioit does 





(Tane H-2481 follows) 
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(Mr. Shibley) : 





but 4 what it does do is indicate that there had been conversations 
between Mr. Candy and representatives of Canada Square referable 
to the formula for costing the building, the $34.00 formula. 

I also want to refresh your memory by telling you that in a memo 
of July 19, Mr. Candy s@mtiiied indicates that he told the 


commissioners on that date that Mr. Moog \& 





anticipated 

full g Swiss financing for the project which —-I don't want to 

put the emphasis on the Swiss, I want to put the emphasis on 

the fact that this gsauxdxue was going to be inexpensive money 

if it came from chiSGerlends and we also know that Mr. Moog was, 

in fact, still working on arranging Swiss money, because he was 

dealing with Ames on that basis on July 25. We also know thaty 

on July 18, I believe, Mr. Moog was telling Mr. Candy that it would 
$20 million-$20 million 

be af BGS deal spread over a year, and so on. What I want to 

know is what was the subject of the conversation that you, Canay, 

Dean and Gordon had on July 18 preceding the commission meeting? 

Mr, Gathercole: As far as I can recollect, the 
substance of our discussion would be the general terms of the 
proposals that were going to be presented to the commission meeting, ad 
to the commissioners, the next day. 

Mr, Shibley: In particular, did you discuss with 
Mr, Candy the fact that the $34.00 was to be computed on the basis 
of certain elements, namely, cost of construction, design and 
interim finance costs? Was that discussed at that meeting? 

Mr. Gathercole: Not in detail. As nearly as I can 
recall there would be some general discussion as to the validity 
of $34.00 as being representing what would be required in order 
to obtain a satisfactory quality building. 

Mr. Shibley: Did you discuss the fact that money, 
at lower interest rates, Wave now anticipated for the full amount 
of $40 million? 

Mr, Gathercole: The level of interest rates was in 


a state of flux and I wasn't impressed by the figures that might 
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be given for some Swiss financing. I mean, if it was put at 
5 1/2 or 6 per cent it depends on how much you have to pay to 
get the money, but at that stage we weren't -=- 

Mr. Shibley: This appears to have been a fairly 
important meeting. You've got the people there that really were 
most gm closely connected with the project and, obviously, it 
must have related to the Le pendide «oa detonene meeting of 
the following day. 

Mr, Gathercole: It was, yes. 

Mr. Shibley: What is your best recollection of the 
topics that were under discussion at that meeting? 

Mr. Gathercole: I think my best recollection is 
as to the proposals that were made by the several developers;as 
to how they might be compared and rated; as to the cost of the 
building and, in general, how we might proceed to appraise and 
arrive at a conclusion as to what would be the best proposal to 
accept. 

Mr. Shibley: Was it impressed upon you, at that time, 
and again upon the commissioners on the occasion of their meeting 
of July 19, that the developer that you were selecting, gm namely, 
Canada Square, was the one developer whose proposal was not firm 
pes certain respects? I'm thinking of the financial aspects of 


the proposal. 


Mr, ation: I don't understand that gpk question, 


Mr. Shibley. 
Mr. Shibley: 


Cam NR 


defined as to whether a Crown corporation need be established. Is 


Well, to begin with it was not A clearly 





that not so? 
Mr. Gathercole: Mr. Shibley, I had heard no discussions 


ov | 
about the establishment of fae Crown corporation for some purpose 


related tdthis building. 
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(Mr. GAthercole) 





Mr. Shibley: Rr, Gabhercolexs again in the submission of 
Canada Square it talks in part as to its Dieah gina cages the need 


to have a corporation formed to assist them etc. That had not 


been resolved as yet. 
doesn't 
Mr. Genest: Itcmes xsay that Mr .Shibley, it is a very 
) 


vague wording about you, 





Mr. Shibley: It certainly is. 
Mr. Genest:.,.~.we need your cooperation in setting up 
the corporate structure. 


Mr. Bullbrook: It says these arrangements have not been 





finalized and we full cooperation in assisting to 
set up the necessary corporate structure to be able to complete 
them. 

Mr. Shibley: Yes well your full cooperation means the 
cooperation of Hydro to set up the necessary corporate structure. 
Were you everiziven any understanding as to what Canada Square meant 
when they made that part of their submission? 


AAS A 


Mr .Gathercole: No i'm sonny Mr. Shibley in af EE | 
to establish some corporation iin ware for gedecite ene building 
or receiving tax savings was not discussed by me. Now mind you, 
if in some earlier discussions to circumvent the restrictions on 
our raising the noney in Europe if we had to have some vehicle 
whatever it might be to obtain funds on an economical rate, that 
might have had some appeal to us. But we hadn't discussed it 
and certainly we had no intention of setting up a corporation 
topehieve some tax savings. 

Mr. Shibley: Are you telling also that at the meeting 
of July 18 and again on the 19th, when Candy reported that the 


develgper anticipated that his whole financing would be Swiss 
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(Mr, Shibley) 
thisiid not impress upon the comissioners that money at less cost. 
Lewe. interest rate would be available for the project if you dealt 
with Canada Satara 

_Mr. Gathercole: Yes one of the factors in the selection 
of Canada Square was its experience in raising money and gaining 
access to money at a favourable rate because we know if the 
developer has to pay a high price, one @R waxrx way or another you 
are going to in the end, the client is going to pay for it. 

Mr. Shibley: I understand that Mr.Gathercole and that's 
the only point I'm trying to establish through you and that z8.; 
that you and the commissioners were influenced by the understanding 
you had, that cheap money would be available through Canada Square 
when you made your decésion on July 19. Is that right? 


Mr. Gathercole: The most economical money in sufficiency 


ome 


toto the g@px job. 
Mr. Shibley: Right, and that was a major consideration 








a major selling point so to speak of the Canada Square proposal. 
Is that right? 

_Mr. Gathercole: Tt™s experience, it*s experience Jie 
RA r with the OISE building. 

Mr. Shibley: When you say its CXperiencCe , einai aaeeO 
wa. you also had in mind the representations that were being made 
to the commissioners through Candy that it wuld be less expensive 
because of European sources of funds available to Canada Square. 
Isn't that so? 

Mr. Gathercole: We believe for a developer to have 
access to a number of markets, capital Soil | dal an advantage | 
ver definitely. But we're not mesmerized by the idea that money 
is exceptionally cheap in Switzerland or Europe. 

Mr. Shibley: Mr. eer sorry to jump around 
on topics but you are w@ only here on recall to clean up a few 


points. We now have evidence that there were telephone communicatio 
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between Mr. Moog and Mtw - or there appeared to be telephone 
communications—between Mr. Moog and Mr. Westcott on any one 

of the following days possibly, May 2nd, May 4th and June 20th 
and 22nd of 1972. Neither of those gentlemen can give any 
explanation as to what they might have been discussing in those 
conversations. Do you have any knowledge or information as to 
any involvement of Mr Westcott referable to the Hydro head 
office building. 


Mr. Gathercole: I have not. 


furre 


Mr .Shibley: We also have had evidence of a trip 





H 2483 to follow 
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and I want to know whether.following August of (971, the circumstances 
7 SE 

of the Premier having travelled to Europe with Mr. Moog wae Sveng 

the subject of comment or observation at any time in the environment 


of the Hydro office. 
not 
Mr. Gathercole: Absolutely not. I wae eeeReare of 





it in any way. 
Mr. Shibley: Did you issue any instructions to @@® 
Mr. Dean as of the end of August? I am thinking particularly @ around 


August 25th, 1972, with respect to the Head Office building? 





Mr. Gathercole: 4 Gon’ ti think 1. did. I would not 
have _ in the normal course, and L méan, £. don't think J dia, 
) Gathercole 
Mr. Shibley: Nay, Silane 
Ley 
Mr. Gathercole: I have no recollection of having done 


so. I may have, though. 

Mr. w&Shibley: I am concerned that you be as precise 
as you can here because on August 25th, 1971, Mr. D ean became very 
active in respect to the building. He issued two memoranda that 
day and another on the 27th of August to three different departments 
within Hydro and I want to know whether you had any communication with 
him which led him to issue those memoranda. 


Mr. Genest: Hidepe is (471, isn't it? 


era 

Mr. Shibley: A721. 

+ ee wees 

Mr. Genest: I think your question sald $e 

Mr. Shibley: I am sorry. I meant August, the end 


ienalnaiiieieeeniieenmedinhhnameenieaanaraentemnememeneneeennel 


Of me August 25th, 1971. Thank you, Mr. Genest. 


Mr. Gathercole: Not that I am aware of. I have no 
Cn A Een ers 


recollection of having done so. 

bad ee al aE Did you in general have conversation with 
Mr. Dean respecting the Hydro head office building? 

Mr. Gathercole: No, I did not. 


NT TT TERNS pete EE) 


Mr. Shibley: Was he the man in the financial end of Hydr 


etatatitiniteneientianhatenetinntmemien a ceaennamenendll 


that you sort of jooked to to answer for the head office project? 


Mr. Gathercole: I didn't assign John Dean to this 
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role at all. I think it was Harold Banks who initially assigned John 
S45 and I had ~ as far as I am aware - no relationships with John 

Dean concerning the analyses that he was carrying out. 

Mr. Shibley: All right, did -- 

Mr. Gathercole: Except in the receiving of the report 
and the meeting which we had which was @ on July 18th. 

Mr. Shibley: Yes, did you give any instructions to Mr. 
Banks then which he might, in turn, have relayed to Dean? 

Mr. Gathercole: None whatsoever. 

Mr. Shibley: Now, then, on August 23, 1972, this is 
after the meeting of the commission approving of the contract, you had 
a meeting with Mr. McCallum that went on for an hour and a quarter, and 
I agg might tell you that it was on the 18th of August of that year 
that Mr. McCallum was first advised that there would not be a source 
of funds for this project from Switzerland because of -- well, there 
just wouldn't be. I don't know that he was given the reason. 

Now, what was the topic of your relatively lengthy conversation with 
Mr. McCallum on August 23, 1972? 

Mr, Gathercole: I would say that it would be related 
to the terms of the agreement or the negotiation of an agreement. 

Mr. @ Shibley: Was the matter of the source of funds 
which were to be available to Mr. Moog one of the topies of discussion 
on that date? 

Mr. Gathercole: Not as far as I am aware. @ There 
would have been no reason for me to discuss the source of Canada 
Square's funds at that time. 

Mr. Shibley: Well, were you not interested in the terms 
of the permanent financing? 


Mr. Gathercole: I felt this was a responsibility of 





Canada Square and that ultimately I would be advised where he was 
obtaining his funds. 
(H-2484 to follow) 
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bis fads. But I'm sure we had no detailed g@gmdiscussions 


about the source of funds and that was not a matter that we 
would likely have discussed. 

Mr. Shibley: Well, all right. I put this to you 
only because, as I say, on August 4, Mr. Moog's efforts 

got cfossed UP, of 

respecting swiss Tunas[were Cancelled out. Mr. McCallum 
became aware of that on the 18th. He had a meeting with you 
on the 23rd. There's no connection between ea 

Mr. Gathercole: None whatsoever. 

Mr. Bullbrook: I just want to ask Mr. Gathercole 
a question. Mr. Gathercole, something that causes me concern 
when you say that you - I don't want to paraphrase what you say - 
but you weren't aware or concerned with the terms of the permanent 
financing: If the rental rate had been a fixed one, was it not 
of concern to you that if the interest rate had increased that 
the quality of the building would have to necessarily decrease? 


Mr. Gathercole: I would say that that is a real 





probability or possibility that it would be so. The rate of 
interest, as I've already given evidence on, was a matter of 
interest and concern to us. There isn't any question about 
that. What I was saying was that I felt that Canada Square 
or the developer who got the job should be in a position to 
have access to capital at an economical rate of interest, but | 
he would have to pay whatever the market rate was at that time 
and I waan't certain at that time as to whether he had his money 
Locked up. 


Mr, Bullbrook: Yes, well it's important to me, 





Mr. Gathercole, if you'd permit me, Mr. Chairman, for a moment, 

whether the commission Weégiteme. made themselves aware ,or in 

making their decision had consideration for the fact , that if you have 
interest 

a fixed rate of rental and if you increase thre peau Fa te then 

the capital expenditure would have to decrease, having regard 


to the fact that the combination of construction cost and 
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financing led to the established rental rate. I just wanted to 
make sure you knew that. 

Mr, Gathercole: Well, I don't follow that, 

Mr. Bullbrook, because we have a fixed rental agreement and 
if he - if the developer has to pay more by way of outlay for 
his money he has to assume the risk for that. But on the 
other hand, you are better to go with a developer who has 
access to relatively cheap money or less expensive money. 

Mr. Bullbrook: Thank you. 

Mr. Shibley: When did you first become aware that 
it was Ellis-Don, and particularly Don Smith, which was the 
developer complaining about the manner in which Hydro had let 
this contract? 

Mr, Gathercole: Well, Mr. Chairman and gentlemen, 
I didn't know until the early part of May, 1973. And that is 
just as true as I can be at any time. I did not know until 
Mr, Seguin disclosed the letter to all - I think, all the 
commissioners and myself at the same time. I had assumed it 
was someone else, completely different. 

Mr o Shibley: So that you are saying that not until 
following the press report on April 28th, the convening of 
this committee on May ist, did you become aware of the identity 
of the developer who was complaining? 

Mr. Gathercole: Completely, absolutely true. 

Mr. Shibley: And in that connection now, Mr. 
Gathercole, I remind you that Mr. Cronyn was aware of the 
complaints of Ellis-Don as early as July, 1972, he never 
mentioned it to you? 

Mr. Gathercole: Never. As a matter @m of fact, 
John Cronyn never spoke to me about the Hydro building at any 
time. 

Mr. Shibley: All right. And Mr. Fleck was aware 
of the identity of Ellis-Don as the complaining developer 


at least as early as November 7, 1972. He never mentioned 


it to you? 


H~2484 - 3 September 13,1973 
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Mr. Gathercole: Jim Fleck never mentioned it 
fo me at any time. It came to me as a complete shock. I 
was astounded when I learned that it was Don Smith or Ellis- 
Don. 
Mr. Shibley: And Mr. Dillon knew that Ellis-Don Was 
wag@e the complaining developer as early as August of 1972 
and he never mentioned it?#m® Is that right? 


Mr. Gathercole: That is correct. 


| 
. 
| 
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Mr. Shibley: Were you aware of the rumoured press 


investigation in November of 1972? 

Mr. Gathercole: Not of any press investigation. 

Mr. Shibley: t@¢gemez I'm sorry, let me collect the 
question this way. There was rumour of a press investigation in 
November; there were Mr. Nixon's questions tabled on December 1; 
there was the request for answers that you provided on December 
14 of 1972; there was a narrative prepared; ee you saying that 
throughout that course of events at no time did you make inquiry 
or were you informed by anyone or by any source that Ellis-Don 
was the developer that was complaining? 

Mr. Gathercole: That's exactly what I'm saying. I 
was never aware of Ellis-Don's —— 

My. Renwick: Mr.Chairman, one question, lgnen Mr. Smith 
visited your office,and in Mr. Smith's term, if I can translate 
it into the brush-off on July , sometime prior to July 14th, but 
subsequent to the June 29 meeting of the Commission, did you inform 
Mr. Smith that for practical purposes the game was over so far 
as he was concerned? . 

Ho: 2 didn't. 

Mr. Gathercole: WRX RUXMAMEXAMYXSEMRAKKOMXLKBMXMKXX 
SmkER Mr. Renwick: Did you have any sensation from Mr, Smith ——— 

Mr. Gathercole: Oh, I beg your pardon. Are you refer- 
ring now to the July 13th mockinge 2 

Mr. Renwick: Let me refresh your memory. Ernie Jackson 
eaglled you .... 

Mr. Gathercole; If you're referring to the July 13th 
Beene Lat) s different. When Mr.Smith came into see me at that 
meeting ,he never complained, and I'm puzzled by it; I mean he's 
there, why doesn't he sayt 

Mr. Shibley: He didn't say he complained either. 

Mr. Renwick: JI understand that. 


Mr. Genest: I think Mr. Gathercole has already testified 


on that. 


H-~2485-2 Sept. 13/73 _ 
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Mr. Gathercole: I did say at that time that it looked 


>) 
7 
kee 


f it wasn't going to him, er that it was likely to go ¢o Canada 


My , Shibley : To be fair te the witness, i a 





mith's teayinains in essence, was that he was still hoping to 
set the job ang yeu don't eriticize when you are stil) trying to 
seli. 

Mr, Renwiek: = understand that. I'm just saying that 
at that meetine, did not that five you seme reason to believe, taxa 
either at that time or subsequent time, that amongst those very tew 
people who would be upset by net getting the job, that this Eijis- 
Don would be one of them? 


astounded 


Mr. Gathereele: Ne, ne, As I say, I was because 








after all Hllis-Doen has dene very well; he had a big programme 


on and so Br and so on. I Was Jéaek aeseuoe Ans , 
} Ww. Shibeus ther Caltereet, —|' sa v4 fly Cownck , 
Wr. Renwiek: But despite the aly that'Colin Brown had 





spoken with you direetly about him in April, or thereabouts, and 
asain that Mr. Jaeksen had ealled and arranged a specifie appoint- 
ment, you just ruled eut Hliis-Den as a persen who would complain? 

Mr, Gathereele: I did, yes. I thourht it was semebody 
else who had not eras submission, og / wieidd 2a 

Mr, Henwiek: Did yeu have with respeet to Y and R, and 
with respeet to Herigen, did yeu have any other ealls eome to you 
about them, putting in a seed werd for them the way Mr, Smith had? 


Mr. Gathereole: Not that I reeollect, no, I'm sure I 


} 
aan 
Cortamdy 
Mie, Renwick: , _ therg! 8 nothing in the evidence which 
‘\ 


would indieate that Mr, pared these assoeiated with him ealied 


in aid anyone to support them other than people within their own 


\ 
orranization&® 


Mr. Gathereole: Thet 1s correct. 


Mr, henwiek; And there\s nothing in evidence. wnieh would 


Ce ee 





indicate that Horizon asked anybody around the periphery to call in 
or to make an appointnment® 


Yr, Gathereole: No. \ 
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Mr. Renwick: And the only evidence that there is of 
someone x putting in a good word wesyColin Brown had called, and 
then right ak in the periodybetween JWR Séeeit July 19th, Ernie 
Jackson callg@ for you to see Smith. And yet, despite the fact 
that he's the only one that has this sort of peripheral connection, 


your mind went blank on him as a person who could be considered 


disgruntled if this, if he didn't get the job? 


( Tape H-2486 follows) 
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Mr. Gathereole: I wouldn't say it went blank, but 


had Ernie Jackson or Colin Brown indicated to me that mia Don 
Smith syprn, was @iedwty feeling as if he wasn't getting a fair 
shake, then I would have looked into the matter but, as it was, 

I receive# a number of calls of this nature, there was no great 
persuasion being exercised by Ernie Jackson or Colin Brown, 

it was just a polite -- and they don't do that sort of thing as 
far as I am aware. 

Mr. Renwick: I perceive it that way. | 

Mr. Gathercole: And I didn't pay any heed to it. | sed | 
he matter is being sorted out and it is going to be analyged and | 
the recommendations are going to come to me. I am not going 
to interfere with the studies that are going on. 

Mr. Renwick: I @ understand that and I understand that 
the call from Colin Brown toll Seta ou put in a word for Mr. Smithf, 
that the call from Ernie Jackson was at Smith's request to make 
an appointment, which he did. There was nothing in the nature 


eee 


Mr. Gathercole: [Phich I would have done for almost anybody 








Mr. Renwick: spo. arm twisting about it, or anything like. 
that. And Mr. Smith's evidence, of course fit ieee there was any chan¢ 
up until he heard specifically that ohh Site going to fe lose the 
contract, he wouldn't be indicating up to that point that he would 
be complaining. Ag@jfmyl hear what you aay but I find it difficult 
to understand that having had those calls, and I think it is fair to 
say that at one paint, in any event, Mr. Jackson was considered an | 


influential person in government circles. 


Mr. Gathercole: He wa’s a member of the Legislature. 


H-2486-2 Sept .13/72 
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Mr. Renwick: Yes. That one would rule out = Ys 


. o Vw . 2 Te wo atte, thar, 
Woks I pu_t it Won eens Jt that I épekkthink that Mr. Jackson 


carried a lot of weight during John Robarts' premiership of 
the province. 

Mr. Gathercole: I apree. 

Mr. Renwick: Obviously, subsequent to that date, he 
carried somewhat less weight. 

Mr. Genest: He lost a few pounds. 


: ¢ Sut Un agend. 
r. Renwick: I just find it difficult td understand 





that if tiive was someone out there, in the great pekeks 
of those deve logpers, who is disgruntled, I would have had in my 
contemplation Don Smith, rather than Horizon, or Y and R. 

Mr. Gathercole: By reason of these telephone calls, 
or by reason of Don Smith's mercurial nature! 

Mr. R@nwick: No, no, By reason of the telephone calls, 
by reason of the fact that in the A world of political reality 
there was some buzzing around the outside. I would have assumed 
that a person having lived as long as you have in the area of 
politics would have at least stiljned the possibility of Don 
Smith as the disgruntled person. I can only say that this would 
be my impression. I am really not asking you to comment on it. 

Mr. Gathercole: If I might, Mr Renwick, since you have 
raised it. 

Mr. R@nwick: Yes. 

Mr. Gafhercole: Had you received the telephone calls 
I think your reaction would have been the same as mine has, Ana 
I would # say this to you, that Filis-Don would have been the 
last company among those developers, or a number of others, who 
Mp in my judgment, my personal opinion only, had the right to 
complain. 

Mr. Bulibrook: The ¥w lage been well treated. 

Mr. Gathercole: Well, in th¢first Place, he acknowledged 


that he hadn't had any experience in the development business, 


Mr. Bullibrook: Oh, I'm sorry. 


Sept .13/73 
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Mr. G@thercole: He hadnt had any previous experience, 
but in addition to that, my goodness, he had a big programme, 
hospitals, university buildings, and Pskyisve, $0 I would have 
thought he would be the last person to complain. I'm sony, but 
that is the way I feel. 
Mr. Chairman: Mr. G&athercole, I think at one time you 
indicated that you thought it was someone else. Oh, I am sorry, 


I thought you were through. 





(H-2487 follows) 





H 2487-1 bept« 23/73 
11:15-11:20 am 
(Mr. Chairman) PLG 





Mr. Renwick: Just a moment. Do you mean that really 





Mr. Smith was not -- Mr. Smith then is perfectly right that 
for practical purposes he was not seriously considered because 
he didn't have this mythology of developer around Th 

Mr. Gakaanso-¢ didn't say that that he wasn't seriously 
considered. I said he among the other developers had no 
experience. This was a mark against his company, a disadvantage, 
that he hax had had no experience in these large developments. 
That is ali I was saying. 

Mr. Renwick: I see. I guess he didn't have any in-house 
capabilities. 

Mr. Chairman: I just wanted to follow up your remarks | 
if you thought there was someone else that was making the complaints, 
someone who had not made WB tender. On what basis did you think 
someone else might have grounds for complaint? Why would you 
think that they may eae | 

Mrx S eR Re Sonoma xnhaxnadxnmkxmndexaxkenderx 

Mr. ‘Ir. Gathercole: Someone who I thought was a friend 


of GEGemuin, that x that was all. 


Mr. Chairman: Yes. All right. 





Mr. Gathercole: I am sorry, I would rather not mention 
the nameg. He happens to be a golfing friend of mine too. 
Mexx@Mr. Deans: You play a lot of golf. 


amma 


Mr. Gathercole: Once in a while. 

My Cink ON wc re dim ' 

Mr, R. G. Hodgson: Could I ask a question Mr. Chairman? 

el rd 

Mr. Chairman: Yes, Mr. Hodgson. 

al 

Mr. Gathercole: Maybe I'll get lots more opportunity. 

Mr. R. G. Hodgson: Mr. Gathercole, there were the 

et ae ee ee 
questions of the Leader of the Opposition. You had a part in 
preparing the answers, had a responsibility in that area. Whether 
or not you had heard the rumours of press investigation, you had 


had a call from the press. Obviously you knew that someone was 


stirring a fuss, and it would seem to me that you would do great 
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speculation as to who that would be. You have a#k said now 
that you had thought of someone and you had had these calls 
regarding Mr. Smith. You hadn't identified the person Mr. 
Seguin was talking about, but it seems to me that you would 
have done quite a bit of inquiring as to who the possibility 
of the one stirring up would have been, and the reason for the 
che We Leader of the Opposition, and I justi 
Mr. G&nest: Well is there any evidence that they were 
stirred up by Mr. Smith? 
Mr. R. G. Hodgson: No, 
Mr. Genest: I don't think there is any evidence of it. 


Mr. R. G. Hodgson: I think the situationyy 


oie Satie ; ek, Af & tie Aherk ios 
Mr. Genest: Is there evidence that the Leader of the 


? 
Opposition's questions? ——— - 


Mr. Shibley: Oh no, there is Mr. Fleck's evidence, however, 
that hexinkendedxka dee im lended 

Mr. R. G. Hodgson: &hkxme That he intended to Seat Lith. 
Mr. Gatherecole about this very . 

Mr. Shibley: On November 7. No, nowew 

Mr. Genest: All I am saying Mr. Shibley is is there 
any evidence that Mr. Nixon's questions were provoked by Mr. Smith? 
{I didn't think there was any connection between those .W, 

Mr. R. G. Hodgson: I don't m# think we have any 
connection yet as to where those amakk questions come from. 
I don't think there is any evidence yet. 

Mr. Shibley: I think all that Mr. Hodgson is doing is 
collecting all the circumstances, including the questions that 
were tabled, the fact that Mr. Fleck had ented for a narrative, 
the fact that Seguin had raised this at the Commission meeting on 
September 1, 1972, the fact that a decision was taken on October 
é to do a rationale, This is within Hydro. I am just collecting 
the facts for you Mr. Gatheroole. 

Mr. batneeeageen Thanks very much. I would have thought 


that you would have really tried to find out who was stirring the 
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fuss up. 


Mr. Gathercole: Well Mr. Hodgson, we are realists 





in knowing that this was going to be a subject. Mhe building, 
the head office building was going to be a subject of public 
discussion and of political debate. There isn't any question 
about that. We were aware of that, and therefore, we wanted 
to be prepared to meet it and to have an explanation of the 
reasons why we were proceeding with Canada Square, rather than 
someone else, and why we were proceeding with the building. 

pn eter TAR meen Well, that's a little hard for me 
to understand but perhaps I can understand your sagem shock if 
you had never considered Mr. Smith and suddenly find out way 
baek nin: 1ST 3). gua 

keine” Gap hercoue: In early May 1973. 

Mr, oR.) a. Hodgson:+the person that you hadn't really 


bd ines til celac ab tel ot 
considered is the one hak who is stirring up the fuss. 


Mr. Gathercole: Well, Mr. Seguin was quite firm that 





Tape H 2488 follows 
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Es he didn't want to disclose the 





letter, nor the sender, the author of the letter, and I think, 
in retrospect this was a mistake because we could have done 
something about it. Nevertheless, that is a fact. 

Mr. R.G. Hodgson: Mr. Dillon has said that he never 
discussed Mr. Smith being a friend with you until you confronted 
him. You said: "Your friend Smith is stirring up quite a fuss," 
sort of thing. So you obviously got the connection of Smith- 


Dillon friendship through ‘ekemmee 





Seguin. 


Mr. Gathereole: Mr. Seguin had explained that he 





had a conversation with Dick Dillon in this connection and he had 
suggested that it be put in writing or something to that effect. 
So I knew it fas that and Dick Dillon comes from London as well, 
and Don Smith's in London so I presumed they wereg.._._ I didn't mean 
st[any' derogatory way. Iwas just uttering the view that Don 
Smith had certainly started something. 

Mr. Genest: I think we should clear up, Mr. Chairman, 
the time of that- that sort of came in as an aside - we should 
clear up Mr. Gathercole's recollection as tothe timeenat conversata 
occurred with Mr. Dillon. 


Deans: 
Mr. RX@XXHGoteammx I think we accepted Mr. Dillon's 





evidence. Genest: 
Myr, Sees: «=©6mTlhddon't know whether Mr. Hodgson 
does or not. I thought we'd settled that yesterday. 

Mr. R.G. Hodgson: I think Mr. Gathercole should give 
the reasons why he is definite in the date and what brings it 
to mind that it is a definite time. He's done part of it. If 
he has more I'd like to hear it. 


Mr. Gathercole: I thought I made it very clear that 





I wasn't gg aware,from any source, that Don Smith was the author® 
of the letter which Roger Seguin received which, I think, was 

Ea on August 23, until Roger Seguin disclosed it to the various 
commissioners early in May. It was early in May hae that was 


the first I'd ever heard about it and I couldn't believw it. 


H-2488~2 Sep. 13/73 
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Mr. R.G. Hodgson: Was this at the commission meeting 
or a luncheon associated with the -mmesmmiiezx commission meeting, 
Mr. Gathercolef that you talked with Mr. Dillon? 
Mr. Gathercole: I think when he brought it up later 
mics ® Tite hab an ty lb tka a 


on it was at a commission meeting but it just so happened — 
refer to 





Mr, Genest: Perhaps I can this. I was 
present with Mr. Gathercole, I hate to give evidence, but perhaps 

I can recall to Mr. Gathercole that there was a meeting after 

Mr. Gathercole had given evidence that he thought Mr. Seguin 

was the person who had mentioned the friendship between the Premier. 
If the members will recall it's so long ago now. Mr. Seguin 

had heard of that, of course, and said that he had never known 
about it and talked to Mr. Gathercole in that evening. I was 

in Mr. Gathercole's office and I believe Mr. Seguin pulled out 

the letter then. Later it was discussed with the commissioners 
because we had undertaken to give some information to the committee 
from the commissioners as to whether any of them had heard, or 

had said, anything about a friendship between Moog and Davis. 

I don't know if the members recall that, but that's the sequence 

of events as I recall it. 

Mr. R.G. Hodgson: Mr. Genest, @ may I thank you for 
mentioning that you were present because my real concern was that 
it seemed to me that a whole host of gk very high-pressureg people 
had talked to Mr. Dillon and that really concerned me about his 
testimony yesterday. 


Mr. Genest: I tell you, that's why I sent Mr. McCallum 





out to see Me - I'm just giving information to the committee - 

I don't like to pressure witnesses, or to say, but I was there, 

Mr. McCallum was there. We'd seen the surprise on Mr. Gathercole's 
face when he saw that letter and I just personally couldn't believe 
that Mr. Dillon wasn't mistaken when he gave that evidence. That's 
why I sent Mr. McCallum out recat lection. 


Mr. R.G.Hodgson: He didn't raise his eyebrow or 





anything like that? 
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Mr, Genest: No, Mr. Gathercole seemed quite surprised. 
etn tl do 
Mr. Chairman: Mr. Genest ,how7you tell surprise from 


shock, or something else? 


Mr, R.G. Hodgson: I was concerned about this because, 
on the surface you know, there seemed to be story that wasn't being 
told and, to me, it had to be defined by Mr. Gathercole as to the 
series of events and I'm quite prepared to accept it. It just 
seemed to me to be unfair because if it wasn't thoroughly out 
here it would leave a suspicion in my mind that I didn't want 
to accept and, quite frankly, Mr. Gathercole when I said I would 


like to ask you about this last night,  ccepeceomoms 
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tidefinoetmmiogios I didn't want to interrupt your trip to 
Sudbury but I felt it was pretty necessary for Mr. Dillon's 
eee testimony and for your own to have this matter 
clarified, 


Mr. Gathercole: Well thank hagas tail Hodgson, because 





I do appreciate the opportunity to make it very emphatic that 
I had Ee knowledge of the author of that letter to Roger 
Seguin until early in May, 1973. That's very, very definite. 

Mr. Genest: No, middle May. 

Mr, Renwick: Mr. Chairman, I hate to keep dwelling 
on something when Mr, Gathercole is so definite. I have in 
front of me the copy of the letter of Mr. Smith to Mr. Seguin 
of August dmg 2lst which is exhibit 169. Now there is nothing 
unclear about Mr. Smith's communication to Mr, Seguin that 
he was one of the developers who made a proposal and lost. 

It wasn't some person outside the group who felt disgruntled 
because he didn't have an opportunity. It's perfectly clear 
that Ellis-Don was one of the proposed developers who made 
the proposal, the letter so states unequivocally and a copy 
of the proposal accompanies it to Roger Seguin. Now Roger 
Seguin met with the Commissioners BAe x aE OKs, RELOT ASRS to the 
evidence. Did it not come clear from whatever Mr, Seguin 
conveyed to you and the other Commissioners that the person 
that he was talking about as having complained was one of the 
unsuccessful developers? 

Mr. Gathercole: No it did not, not to me. BOER ADS 


it didn't. 
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Mr. Renwick: You say it was in May of this year, 





free the Globe and Mail article of April the 30th appear, 
didn't that trigger your mind to the fact as to which of 
the developers it WaS | RiSNEadaivaeanaiinieeaS mas Dred the 
Globe and Mail stories of April @ 28th and April ‘> 30th 
were published there could be no question that the disgruntled 
person was one of three. Now was it only in May ¢ I agree 
that April @m 30th to early May is not long, but April 30th 
was a very sort of crucial day in mmnmemntmae Ontario 
Hydro's affairs. 

Mr. Gathercole: bl WAR the publication of 
the article in the Globe and Mai ly@hteh Don Smith is quoted, 
I still didn't ns Sith weal bhe author of the letter 


to Roger Seguin. 


Mr. Renwick: And Roger Seguin at no point indicated 





that Mr. Smith had gotten in touch with him because of Mr. 
Dillonfat the suggestion, not because of, but at the suggestion 
of Mr. Dillon? 


Mr. Gathercole: Not until after. Not until after the 





letter wasfin May that the source was disclosed, 

Mr. Renwick: And the executive director of Task 
Force Hydro, Mr. Dillon, did not mention to you or to anyone 
that Don Smith had spoken with him about it and that he, 
Mr. Dillon, had advised him to write to Roger Seguin’ 

Mr, Gathercole: He did not. 


a eeeeenneennemennemmenann 


ae 
Mr. Renwick: I'm not ref ng to Mr. ik ota ee sg 





it's just aii VROR OEE Scag running through the whole 
of this inquiry about what people choose to know and what they 


choose not to know, I think its made it extremely difficult, 
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hie 
Mr, Genest: Oh, I don't know if that's a fair 
comment. 


oie 
Mr. Renwick: I'm not refavtne to Mr. Gathercole 
ee ETS 
and I make it as a very general comment, It's the non- 
stating of what in so many instances are obvious things 


to have been said that has protracted the inquiry. @ 
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(Mr. Renwick) 
I can't conceive of a person having received, as a commissioner of Hydro, 
having received a letter like that, having a private meeting of the 
commission at which I understand no record was kept of any kind, and that 
in conveying it to the commissioners, not even the indication got across 
at all that the person complaining was one of the unsuccessful 
developers. I frankly @ don't understand it. Just don't understand == 

Mr. Genest: Mr. Renwick, in fairness though, you will 
recall Mr. Seguin's testimony, and #™m he was very clear on that, that 
the - and he was very clear on that - that he did not - that if Mr. 
Smith , that's what he told Mr. Dillon® wm that's his evidence — Mr. 
Smith had a complaint to make, he should make it to the secretary of 
the commission, that he did not wish to speak to him and Mr. Dillon 
said + Welt, can he write your He said, Well IT can't stop him writing 
me but if he has got a complaint, he's got to take it up with the 
commission directly." 

That was Mr. Seguin'ts attitude to the matter. 

Mr. Renwick: But the course of events altered Mr. 
Seguin's response from that stated position, because when he got the lette 
he went to the commissioners privately and he discussed the letter with | 
them and yet even the fundamentals of the communication didn't appear 
to take place. 

Mr. Gathercole: No, Ke said he did Bi present them and 
that is true. His advice to us was, as I recall, Wen sure of your 


facts. | Now, one other additional addendum to edly - 


K 

Mr. Deans: Whose advice to who was Be sure of your 
facts? 

Mr. Gathercole: That was his suggestion to us. To me, 


as T recall it and I was going to add that one other explanation that 
Roger has given, Roger Seguin, has given, to why he m@4gek didn't disclose 
the contents of this letter was it was marked "personal and confidential" 
and he ‘eh says, I respected the confidentiality of it and therefore 

I diktimk wouldn't release the nwa.” Now, that was his explanation and 
that's his way of doing it. I would have probably dealt with it in 

a different way. 


Mr. Renwick: I can understand Mr. Seguin receiving this 
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(Mr. Renwick) 
letter, unwillingly altering his course of response from what he had 
stated his response was going to be, taking it up with a private meeting 
| of the commission, which I think is unusual in the first place, but not 
even getting the communication across to his fellow commissioners that 
it was one of the disgruntled developers who had made a proposal and 
had lost that was at the back of it, that it was somebody out there in 
the wild blue yonder would not have seemed to me to have been a reason 
why a commissioner would want to have & private meeting with his 
fellow commissioners. I just don't understand Lt pam because 
following that, of course, Hydro, as I have just had pointed out to Mey 
in exhibit 91, Hydro did in fact take some very agate action, because 
Mr. Gordon refers to “following Roger Seguin's paseo a recent 
commission meeting # I Suggested to Henry Sissons that we should prepare 
a brief, effective statement on the rationale for Ontario Hydro's actions 
with respect to the construction of tvs new office building. The 
idea was that we should only use this if the new building became an 
issue in the newspapers, Ana I have gone on it for too great length by 
but I think that a developer who had not been asked to submit a proposal 
would be on ag&ramem extremely weak ground to have caused any serious 
press comment. 

I don't think for one single moment that if the four 
developers’ proposals which had come in had been evaluated and assessed 
and so on that there would have been criticism because the net wasn't 
thrown wider, Be There might have been marginal criticism but not 


the kind of criticism that would lead to this amount of careful response 


by Hydro. 

Mr. Chairman: Thank you, Mr. Renwick: Mr. Hodgson. 
Mr. R. G. Hodgson: Mr. Chairman, I would like to ask 

Mr , Gathercole a aues ra Pop tAk 
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\ oe R.G. Hodgson) 
QsAquestion with regard to Mr. MeCallum whom you had hired | 
was advising the commission or advising you about the terms 
of the contract, especially in relation to tidying up or 
tightening up the section with regard to establishing cost 
or value, having Mr. McCallum make a recommendation to you 
or the commission, and having this background of knowledge 
with Mr. Seguin. Was he present at the commission meeting? 
With Mr. MeCallum? 

Mr 5 Gathercole: Mr. Seguin was absent during a 

couple of che commission meetings at which the building (yeas 


and the agreement ,..eimeiesre pers were discussed. 





Mr. R.G. Hodgson: It seems to me that he would have Lael 
——— anneal 
Bia question 2dy— 


Mr, Gathercole: He was there for one or two of 








the meetings at that time. All I'm saying is that he wasn't | 
at all the meetings at which this building tious 

Mr. R.G. Hodgson: He wasn't present - was he 
present when Mr. McCallum was recommending this to the 
commission? 

Mr. Genest: I don't believe so, Mr. Hodgson. I 
think Mr, Seguin was not present at the October 26th or 
osth/f foteet wikh which date, I think the evidence is in on 
that. i think he was present at the November lst meeting, : 
where the discussion was mainly about the dispute over the sharing in 
revenue on the commercial space. 

Mr. R.G. Hodgson: It just seemed to me that with 

ee RE ee a ai ne 
that background and he being a lawyer he would have really 
asked some very searching questions, regarding Mr. MceCallum's 
advice. It seems too bad that he wasn't there. 

Mr. Chairman: Mr. Hodgson, I think Mr. Shibley has 
a few more topics. 

Mr. Shibley: Mr, Gathercole, in response to one of 
Mr. Raénwick's questions you said that it was regrettable that 


you didn't know that it was Don Smith who was compaaining because 
! 
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then you could have done something about it. What dia you 
mean by that answer? 

Mr. Gathercole: What I mean by that is that 
we might have gone in with and discussed the matter with 
Don Smith more fully. We might have looked into the procedures 
that had been employed more extensively and to have avoided 
some of the things vt GE a to which Don Smith has teken, 

Mr. Shibley: All right. Now then, again, relating 
this line of questioning in part at least to the fact that you 
say that you did not know that it was Smith who was complaining 
until May of 1973 ,_, 

Mr. Gathercole: Yes. 

Mr, Shibley: I'm not just talking avout [sepaihs 
letter. I take it your evidence is you didn't know it was 
Smith from any source or in any manner until May of 1973. 

Mr. Gathercole: Absolutely. 

Mr. Shibley: All right. You were, when I say you - 
Hydro was asked to prepare the answers to the questions that 
Mr. Nixon had tabled in the House? 

Mr. Gathercole: Yes. 


Mr. Shibley: And it was you who remitted the 





QA@nsSwers eos ' 


Mr. Gathercole: Yes, 


Mr. Khibley: popdated December 13, 1972 to the 


Premier. 


ae a TG 


Be 


Mr. Gathercole: a shhh Val 


Mr, Shibley: na 






eal 


s that correct? 









So that, insofar as the ultimate Reena eam y, rise I know that 
there were a number of people provided ARS OMS YAOH VHS ultimate 
responsibility for the content of those replies mere was yours? 
Mr. Gathercole: Yes. 
Mr. Shibley: Now, of course, you would approach a 
request for answers to questions of the Legislature with great 


care, would you not? 
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Mr. Gathercole: We would try to be factual. 

Mr. Shibley: Yes. It's extremely important that 
the information provided to the Legislature in this manner 
be factual, complete and accurate. Is that so? 

Mr. Gathercole: Yes. 

Mr, Shibley: And not be set out in a manner that 
in any way distorts what actually transpired. You were aware 
of that? 

Mr. Gathercole: Yes. 

Mr . §hibley: And having regard for your responsibility 
in the manner and the fact that you were communicating these 
answers to the Premier for use by him, in terms of the 
Legislature receiving the information through him, from you, 


did you carefully consider the content of the answers that 


you provided? 
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Mr. Gathercole: TI didn't go intothe details 
of the composition of the answers. These answers were 
prepared by others. I assume@ the responsibility for 
the accuracy of the answers. I accent that. JI did not 
prepare the material, nor did I make an exhaustive detailed 
analysis of the documen t. 

Mr. Shibley: I take you immediately to page five, 
the top of the pare, where it says, and you are talking about 
all proposals, "All were carefully analyzed and discussed 
with each develorer individually and a decision to proceed 
to enter into an agreement with Canada Square.” It's 
the first part of that. "All were carefully analyzed and 
discussed with each aeversnand individually.” I want to 
remind you now, MR. Gathercole, that since you gave your 
testimony, Horizon and Y and R have both testified that 
there was no follow-up with them in respect of their 
proposals. There was no opportunity to them to know that 
Bydro had in mind that it wanted a $34 per sauare foot 
building. There was no discassion with Horizon Mira espectine 
whether it wouldn't vary itgproposal As aee vear for 
naintenanedeort There was literally no follow-up and 
I am concerned yand there is also a great deal of evidence 
as to the form of the analyses that took place, by way of 
a comparison of the proposals. For example,with almost 
indecent haste, on February 1, a week after the 2th of 
January, which was the deadline, so to speak, Mr. Candy 
was indicating preference at least, or recommending a 
a selection of Canada Square, Lavine rerard for the whole 
Other eee T am not soing to get into it all with you, 
in terms of the kind of analysis that was actually effected 
and the lack of discussion with the develoners, do you 
consider that a fulfillment of the obliration @that was 


upon you to provide accurate, complete and undistorted 
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information to the Legislature of this province. 


Mr. Genest: NOW, Mr. Shibley, I don't think that's 





a @fair question. I think it should be established what 

the witness's knowledge of those matters was when the question 
AM 

was answered because you are throwineyall the evidence that 

has occurred since this hearing has berun. 


Mr. Shibley: Well, Mr. Chairman, I thought I was 





very careful in laying the sroundwork for the question by 
establishing that this witness, when he submitted these, or 
remitted these answers, was quite alert to the importance of 
the matter, to the need for accuracy and completeness and the 
responsibility that he was assuming Hin that respect. 


Mr. Genest: GYou are sugerestinge he should have 





conducted a three-month enquiry. 


Mr. Bullbrook: Now, I want to say something in 





eonnection with the point raised by Mr. Genest because I did, 

as you are well aware, undertake this tyne of examination before, 
because I consider it extremely important to us, if not with 
respect to our report, certainly with respect to the oblira- 
tions in the future as far as givine ministers information 

in response questions, ggg I think that “Vr. Shibley is doing 

a superior job to the job gthat + vo veces as I understand 
his questioning, he has now led, or at least Mr. Gathercole 

has taken the position that he accents responsibility for this, 


th tbo g oN 
and so the question 





bility of gHvdro, itself, 
and JT understand these to be the questions that are being 
put forward. 
TI know yesterday, for example, Mr. Genest said 
that the Commission could be rerarded 28 a company and 
the Commission itself has a board of directors and T carried Ov 
perhaps, not in the anpropriate manner, in my auestioning, 
@wPalthoush I WAS QUITe hanpy to do so. I want to say 


that Mr. Genest, I rerard the ¢ stioning now as 
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quite appropriate. We are asking the man who has assumed 


ultimate responsibility for these answers. 


clear, Mr. 


question. 


clear.in my submission whether MR. Shibley 


? 





Mr. Chairman: LT tnink it 26 reasonable, Mr. Genest. 


Mr. Genest: AG, pis T don't think T made my noint 


Deteeeteetaaemnenanemmmmmenmnted 


Chairman. Seeellmme T ret the drift of the 


Tt's the way it has been put because it is not 
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rye 


4s asking, whether at the time that he gave those answers, 
accepted responsibility for them, Mr. Gathercole believed them 
to be true. Or whether he is asked now to pass 4 judgement on 
whether in the light of all the evidence that you've heard to 
date there is something wrong with those answers. They are 
two differentquestions in my respectful submissions. 

A member: Quite right. 

Mr. Shibley: Mr. Chairman if I may # just go back 
a bit. Mr. Gathercole as tiem early as October Mest 2nd there 
was a meeting at which it was decided that a rationale should 
be prepared respecting the mode of letting of this contract. 
Is that so? 

Mr. Gathercole: I call it an explanation. 

Mr. Shibley: Yes, all right, an explanation. Again on 
August 25th when the press release was prepared,arrangements were 
made for answers to possible questioning that might arise. Is 
that so? 

Mr. GAthercole: I believe so. 

Mr. Shibley: And on November 9th it appears that MR. 
Fleck asked for a narrative to be prepared by - asked you to 
have a narrative prepared as to the manner in which Hydro had 
handled this transaction. 

Mr. genesty this\B>one ig which we have in dispute? 

Mr. Shibley: Well let's not talk about dispute we have, _ 

Mr, Genest: Well let's not assume that it's a fact, 
if there is a dispute about it. 

Mr. Shibley: All right, in any event... 

ee et's ignore that. 

Mr, Shibley: Let's ignore it. In fact a narrative 
of November 15 was prepared by Hydro setting outfin great 
detail, an analysis of the mode of ltetting of this contract. 


Is that not so? 
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Mr. Gathercole: yes. 


Mr. Shibley: And you remitted that not only to the 





Premier but bce it was remitted to a number of Cabinet 
ministers. Is that not so? 

Mr.Gathercole: Yes. 

Mr. Shbbley : So that you had had the opportunity and 
certainly had had the ctalyst to better inform yourself in 
respect to the matters which are the subject of these questions 
than might otherwise img be the case. Is that not so? 

Mr. GAthercole: Yes but I obviously was relying 
upon the information I had aimpoemmet at that time. I didn't go 
behind the preparation of the material to say:is this fattual 
or isn't 1t 5 @r is it in the somewhat more gloss form than it 
might be. 

Mr. Shibley: Mr . Gathercole, what is disturbing about 
this representation to the Legislature, through you,is that 

your havinghad all these efforts made to prepare to answer for 
the mode of selecting Canada Square. Your being alert to the 
circumstance that your mode of selection was under examination 

so to speak and having regard for what we know @ had taken place, 
what this committee knows had taken place within Hydro; did you — 

Mr. GAthercole: I didn't know that at that time. 


Mr. Shibley: I see. ARe you saying then that -~-well 





would you agree with me as to thise That reading this at face 

value, you would CRE Boas and even competition had been 
effected as among the four developers who made submissions. 

Would you read it that way? 

: Mr, Gathercole: I would say that there had been proposals 


fully discussed and analysed. 
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Mr. Shibley: NO you are not answering the question. 
TI put it to you that anyone reading this statement in the House 
or hearing it read in the House would take it that a full and 
equal competition, equal opportunity had been afforded to all 
four developers who made a submission. Isn't that 80? 
Mr. Gathercole: We had studied, as I've mentioned 
before, the Canada Square OISE building proposal and whether that 
would qualify for providing them with some net advantage because 
of being in earlier I'm not in a position to say. 
Mr. Shibley: Mr. GAthercole you are not being responsive. 
t'm sorry to interrupt you. I only want your answer as to whether 
anyone reading that statement would take it as representing that 
an equal opportunity had been afforded to all four developers that 
a true competion had been effected as among those making submissions. 
Mr. Gathercole: I would say a true competition yes/ 
Mr. Chairman: Gentlemen we have been an hour and a 
half without a break. 
Mr Deans: Could I ask one question? 


y T would Cem nd 
Mr. Genest: Just before we br 7 @é members of 


the committee, I'm sure they are all interested in exercising 








just 
Mr, Gatherecole on this subject, and eek Mat to remind you 


\e 
that you've been throuric ore drill once. 


Mr. Deans: Well I'm sorry but I... 


eer 


Mr. Bullbrook: Don't characterize it as that. 








Mr, Chairman: Gentlemen just a moment I want to 


ae ter ee mee. 


find out if Mr. GAthercole is still heading for Sudbury this 





afternoon. 


Mr. Genest: No, no he's at your disposal Mr.Chairman. 


mera YT Naam 


Mr. Chairman: All right. Then I would like to take 


me ey 


a break, Mr. Deans, Mr. Bullbrook and.... 
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Mr. Bullbrook: I don't necessarily want to ask the 
witness any questions at all. I just want to make it amply clear 


that I don,t want the record to lie with Mr. Genest's comment 


that we're interested in exercising him over this subject. 

Mr. Genest: I'll withdraw and apologize @& for it, 
Mr. Bullbrook#, 

MR. Chairman: I got used to allowing Mr. Genest a 
fair width of expression without getting Seapotand myself. We're 


adjourned then for 10 minutes, Mr. Deans, then we'll be back. 


( Tape H-2498 follows) 
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The Committee resumed at 12:05 o'clock p.m. 
My Sebel 

Mr. Chairman: Do you wish to proceedg-o Ti, Deans? 

Mr. Deans; I want to ask a question, Mr. Gathercole, 
that flows directly from the questioning of the counsel in regard 
to what you knew, actually knew, from your own knowledge, to be 
factual with regard to the answer you gave, or the answers you 
provided to the questions that were asked in the Legislature. 

It bothers me that you would say that you accepted 


those answers to be true at that point, or that you simply asked 


rationale, and you accepted that as the rationale and you handed 
that over to the government. 

I want to say to Mr. Shibley, I don't for one moment 
always expect that we'll get the whole truth to every question 
that we ask in the Legislature. I know we get the truth but it 
isn't necwssarily absolutely full. And the government's position 
is to put forward the best possible face to avoid the criticism if 


A 


it. can. But we should get the truth, osacers WA know that this 
Deri "Cees Sean 

Mr. Chairman: In 99 per cent of the cases, I think you 
get the full truth. 

Mr. Deans: Now, what is bothering nenthougwvis an 
entirely diffenent ,, 

Mr .QG. Hodgson : Of course, you don't always get the 
story that cA Ae Oy le got 

Mr. Deans: No, that's true, that's why I'm not always 
sure I'm getting the truth. What I want to say to you - that has 
nothing to do with this hearing by the way, bmuk I'm just talking 
about other days and other places. What bothers me about what 
you've said is this. As I read the questions, I would have thought 
that those would have been the questions that you, as the Chairman 
of Hydro,would have asked, with the exception of the political 


questions, back in January and February and March, at the time that 
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(Mr. Deans) 
you were leading up to selecting or going through the process of 
selecting Canada Square. And I would have thought that you at 
that time would have done the digging necessary to be sure in your 
\ gay mina that the material provided to you for the purpose of 
making the final selection was absolutely accurate. And I would 
have thought, looking back into it, that as the Commission, the 
Commission would have wanted to be absolutely sure that every 
single, that every opportunity had been given to each of the people 
selected to make proposals, to ensure that they had recived the 
kind of fair chance in the contest. And the very fact that when 
the questions were passed on to you by the ministry for answer, 
and you then answered them, only to find out as the hearing progressed 
- and I say this, you may dispute this ~- but only from my point of 
view to find out as the hearing prorressed, that it really wasn't 
quite the way it appeared to be on the surface. It makes me wonder 
41f the Commission really rave the matter very much thought at all, 
1f they really did, ‘infact, ghey their employees with the 
responsibilities of providing them with the background material 


necessary to make a sensible decision based on factual evidence. 





( Tape H-2496 follows) 
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Now, I've said a lot, and 





I say it to you, I ask you now, do you really think back at the time 
you were asked to make the decision, that as the Chairman of Hydro 
and as a member of the Commission, that you and the Commission 
satisfied yourselves adequately @that the proposals put forward had 
been given the kind @ of in-depth analysis necessary to come up 

with the conclusion that Canada Square's was the proper one? 


ot 
Mr. Gathercole: Itwas my conclusion at thf§fe time that 





I submitted thigs document, that this represented the @& facts of 
~ \ . 
the case, that there had been a study made, the proposals had been 


analyzed, they had been given fair consideration during that period. 
that on one of 1 


Now, I did know, and that's the reasonfi have been hesitant7 1 did |— 


know that Canada Square's OISEg Building had been studied from the 


standpoint of being sort of a model to gain some experience about it. 





But, on the best of my information, we were giving an gage opportunit 


an equal opportunity, to the various developers, and <a their 4 


proposals were being considered in a fair way. 





Now, we weren't going to ask them to prepare @egieb greatly 
extensive plans, (qe had gone through that procedure, taken a year and 
a half to have specifications prepared, we had spent a million and 
a half dollars on it, only to find that those plans had been nade. 
obsoleted because of the passage of time, and whether it was the 
developers'money or our money that was being spent, we felt we 
didn't want to go through the throes of that experience again. And - 
that is why the period for the receipt of proposals was recognized 
as being relatively brief. Now, it could have been longer, it should 
have been longer, I BSTC Ae be ere I take my share of the 
responsibility for it, without qualification, that it should have 
been longer, and we obviously should have gone back to people and 
asked them additional questions. We should have gone back to them 


and ¢irfpruaf them, and I recognize that. 
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On the other hand, I think that in light of the fact 
that we had been frustrated for four and a half years in getting 
the building erected, that inflation was making the cost of the 
building increasingly more expensive to our customers, the power 
users of the province, we wanted to get ahead. We thought the 

were 

timing was right, we PSort of in an area of indecision, and 
found that we should get ahead; we made a decision, and I think 
it's a fortuitous decision in some respects, and at the same time 
it was a wise decision based upon our analysis of some of the 
economic # conditions which lay ahead. And that's why I say that 
I think, yes, we are at fault in many respects, and I fully 
acknowledge that, and I think that we did put a great deal of 
responsibility on Mr. Candy, but how do you fault a person who 
has been erecting, architecturing y buildings for Hydro for a long 
period of time, and never had a mistake. e 

Mr. Deans: I don't want to - ~ 

Mr. Gathercole: Well, I just wanted TN atrraete information. 

Mr. Deans: I understand and —.I oe want you to consider 


Aeeionlalestientc- avew't Los 
Mr. Gathercole: ee. ou nee ge ae and 





an opportunity of presenting a side of it which hasn't been revealed. 

Mr. Deans: Well, I think whether revealed or otherwise, I 
understood that side of it. That's come through very clgearly from 
the evidence, that Hydro were extremely eager to proceed, and that 
they didn't gwant any further delays, they didn't want to run the 
risk of government interference at some point, and perhaps not 
being able to proceed and tiimiagie. 1 don't doubt for one moment 
that your interest is in trying to provide the cheapest possible 
power to the Province of Ontario, I'm not quarrelling with that; 
neither am I quarrelling with putting responsibility on Ken Candy 
for Le@lskag analyzing the proposals. 

What I'm saying is that in fact the proposals, as it 
turns out, the final decision had to be that of the Commission. 
And the questions that were asked in the Legislature, excluding 


the political questions, were questions which should have been 
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asked by the Commission of their employees, in the determination of 
whether or not the recommendation was the right one. And those 
questions obviously weren't asked, qT; they had been asked, then much 
at 
of what came ott werehis hearing as a result of our enquiries into 


what went on within Hydro, would have become knowledge to the 


Commission. 
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Mr, Gathercole: They weren't asked until later 
in the game. I think Roger Seguin mentioned that he had 
asked "Are your facts right that this is the best deal 
that you can fet a ie Were sated! Chel: 

Mr, Deans: But wasn't that the key question? 

That is this the best deal we can get? 

Mr. Gathercole: That was a key question, yes. 

Mr. Deans: And yet there was no effort made by 
the commission to instruct the employees of Hydro to investigate 
any further beyond the father cursory investigation that they 
had made of the preliminary proposals of the four developers? 

Mr. Gathercole: Well, I must admi gt that I had 
thought that the analysis of the proposals, which has been 
revealed by this inquiry, was more extensive than it had been 
and that the developers had been given more time. 

Now, I did know that we were not going to go in for 
extensive detail and elaborate proposals but rather to get 
general proposals which we could consider and then evaluate 
in a general way and then having selected one developer, that 
we would get down to negotiating with him. And this is the 
name of the game in the development field. 

There isn't any question about. It's what nearly 
everyone has done. One of the other alternatives would be to 
do what the Canadian Imperial Bank of Commerce has done and 
that is to engage an enginsering firm, Kiewit, who will 
undertake to do this very process and maybe we should have 
done this. But it would have cost the commission another 
three or four per cent which would perhaps be of the order 
of two and a half/- three million - two million dollars.y, ge. 

Mr, Chairman: Mr. Deans, I think Mr. Shibley 
has some questions to ask in this field and then Mr. Newman. 


Maybe we can come back to you if Mr. Shibley doesn't mind. 
! 
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Mr, Shibley: Mr. Gathercole, I'd like to take 
your mind back to the meeting of the commission, the meetings 
in the latter part of October, 19724 and in November pahx 
perhaps of that year also. I don't know whether you were here, 
but Mr. Candy gave very clear evidence and Mr. McCallum gave 
equally clear evidence that when the chips were down they 
considered that a key term of this agreement, namely the 
provision as to the costing of the building - and a great deal 
of emphasis has been put on this - that Hydro was going to get 
a building of value, a $34 per square foot building, that when 
the chips were down that they cnnsidered that Mr. Moog had 
reneged on his agreement with Mr. Candy that the costing would 
be based upon cost of construction, finance costs and design 
fees. 

And further that it was a major concern that a 
provision which Mr. Houser had included in his draft of the 
agreement which required Canada Square to produce its evidence 
of cost was not being agreed upon by Canada Square, that these 
two vital circumstances were tabled at meetings of the commission, 
two of them, and instructions asked for at thosmeetings , 
from the commissioners g how this was a vital term, these 
were two very vital terms under the agreement, to fnsure you 
were going to get value for your money, to @nsure that yaw 
wees the developer was not getting an inordinate profit 
on the building, to @nsure that your right to abatement of 
rent was realized if the circumstances permitted, to @nsure 
that he couldn't mortgage the building beyond the limits of 
what went into it. This was probably the key term of the 
agreement. And it was the first occasion really that I 
recognized in the evidence when responsibility was finally 
being shifted from Mr. Candy to the commission to make a vital 
decision in that respect. And the commission, I put to you, 
took the way out of permitting the agreement to go forward in 
the form it took; adopting terminology, an Dane hy eee Sane Onn ee 


value" which has been the cause of so much 
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difficuéty before this committee and, it is anticipated, maype 


the cause of difficulties with Canada Square. Now having 
regard for the responsibilities of the Commission in the 
circumstances, I would like to ask you first, why didn't 
the Commission simply put its foot down and say ,' Mo, Mr. 
Moog, we aren't going to enter into this agreement with you 
unless and until you give us a term of that contract that 
gives us clear and unequivocal language the protection that 
we expect to have regarding that matters Why didn't the 
Commissioners do that? 
Mr. Gathercole: Could we establish first, Mr. 
Shibley, that this clause to which you are referring becomes 
operative only if the value of the building is less than $34 
per square foot and the emphasis was put on that matter that to 
responsibility, the heavy responsibility, rests upon Mr. 
Candy to ensure that full value was obtained, namely of 
the $34. Now I just want to make that, because if the 
costs rise, then this other clause doesn't become operative. 
Mr, Shibley: Mr. Gathercole. 


Mr. Gathercole: But I agree wu 


Mr . Genest: Let him fuwh luo stm lor, pretase 2 

Mr. Shibley: I am sorry. 

mr, emeer Let Mr. Gathercole go ahead. 

Mr. Gathercole: The question of if, and I was 
concerned about this too, when we were advised by Mr. Candy 
and M. McCallum that, hard as they had ace eeene Square 
for reasons which they felt were related to the existence of 
certain patents or trade secrets that they weren't going to 
reveal their costs, I myself felt thisfnatter of concern. 

I gafal For heavens sakes, how then are we going to make this 
clause operative if it so happens to work out that way, without 


4 
knowing the costs! The response that I cbtained at that 


time was that this appraised value will equate reconstruction 
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costs, reproduction costs, or redevelopment costs, and that 

is the basis upon which we conceded or agreed to this change. 

Now, the definition of this has been set out by Mr. McCallum 

and his explanation,,1 thought it was a very clear explanation, 

of what we definitely had in mind @ in accepting that change. 


But 
Mr. Shibley: , Mr. Gathercole, did Mr. McCallum not 


also advise you that the plnise, was duivocal in its een 
In fact, in his mind, as expressed in his own memorandum, 
it was sheer window-dressing. 

Mr. Gatherecole: No, Mr. Shibley, very defnitely not. 
We have rot ever thought for a moment that fhe: was window- 
dressing mor did we interpret it that way and to this day, 
we don't interpret it thatway. 

Mr. Shibley: The difficulty, Mr. Gathercole, tems is 
that you were receiving advice from your counsel that that 
wording was not sufficiagtly clear jand certainly from the 
position taken by Canada Square before this committee there 
is an issue outstanding now as to whether Mr. Candy and 
Mr, McCallum's interpretation of the phrase is going to 
meet with acceptance by Canada Square. 

Mr. Genest: Mr. Shibley, I think in fairness ip 
you ought to refer to Mr. McCallum's evidence on the point, 
because Mr. ,.. 

Mr, Chairman: The word "window dressing" in Mr. 
MeCallum's -- De LARA --- 

Mr. genest’s fe Ha not tell that to the Commission 
and he doesn't believe it is window-dressing. 

Mr. Chairman: In any event, if it he did use it 


to the Commission ... 
Ce ‘ 


Mr Gangit: He did not! 


Mr. Chairmall: _... he said it for emphasis and not,.. 
g Mr Genest: No. He didn't use it. He was very clear 


on that. tlle dale routs fabr— 


Mr. Chairman: I think you are FTEMt] Phat was in his 





memorandum but the point was that he wanted to make some 
y 
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emphasis with the Commission and that is why he put it in 
his memorandum. But you are quite right, Mr. Genest. 

Mr.Genest: The other point I wh wish to make, 
Mr. Chairman jis Mr. McCallum also said in his advice to 
the commission, the thrust of his advice was that this 
formula did not represent what they had started out to 
get, which was costs. 

MR. Shibley: tall mr . Candy stk 

Mr. Genest: I remind Mr. Shibley, with respect, 
it is unconsciously putting a gloss on that evidence that 
isn't there. 

Mr. Shibiey: What I want to know is this, Mr. 
Gathercole. It is obvious that this mode of computing 
costs was the subject of intense consideration at that 


time, in October 1972 - is that correct? 





H-2499 follows 


H-2499-1 Sept. 13/73 
1225°to 12.30 pm 
DT 





Mr. Gathercole: Yes. 


Mr. Shibley: And what I want to know is why the 
commissioners did not take a firm position in that respect. 

Mr. Gathercole: The reason we accepted the appraised 
value was we interpreted that phrase to mean a redevelopment cost 
and that it would be synonomous with cost aside from the royalties 
or legitimate additional revenues that might mame accrue to Canada 
Square by reason of certain patent rights and the question then came 
up as to whether - as to how we were going to determine these 
redevelopment costs and one of them was that we would have iieexaemesd 
Hanscomb Roy to make calculations of these costs and also that we 
would have an architect on the job in order to do that. 

Mr. Shibley: Well, Mr. Gathercole, did you not think 
your bargaining position was sufficiently strong to at least insist 


upon the production and the inclusion of a provision in the agreement 





for the production of <ggmeeemet Canada Square's costs? Didn't you think 
you could at least insist on that? 

Mr. Gathercole: We considered that these cost figures 
would in the end become available through the cost calculations and 


estimates that were being made by Hanscomb Roy. 


Mr, Shibley: No, you're not answering my question. 
I am sorry, Mr. Gathercole. I asked yous your counsel had actually 
Yoav 


incorporated provision for the production of cost figures. voll say, 
aaa tinuaaped bing appraised value to mean the cost of construction 

or reconstruction as you like. It is clear to eveyone that the actual 

costs would be helpful to say the least. Did you not consider your 

bargaining position with Canada Square at least sufficiently firm that 

you could say to them ~ listen, you are going to produce your documentat: 

as to costs, your sub-contracts, your tender calls, etc., or we are not 

poing to make a deal with you? Did you feel that Mr. Moog would back 

away from the deal in those circumstances? 

Mr. Gathercole: We had been negotiating the agreement, 


or Mr. McCallum and Mr. Candy had been negotiating ‘ime the agreement, 





and certain additional improvements had been made to the agreement. 
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Now, we come to the one point of whether we are going to accept an 
appraised value or whether we are going to stick to the cost one. 


Mr. Shibley: Yes. 
LT teers 


Mr. Gathercole: It was considered in the discussions 





that mamaxe ensued that we could live with the appraised value concept 
which would be mamma proximate to the redevelopment cost, that is 


during the historical period. 


Mr. Shibley: Mr. Gathercole, I am going to take you 
us 


back a bit and/teIl you what the history of this issue evolves as. 

Up to July 18th, even Mr. Coles concurs in the fact that Canada Square 
had agreed that so long as Hydro was willing to go for a fixed price 
of $45 million, no questions asked so to speak, that cost would be 


as interpreted by Mr. Candy. 
Mr. Rice: Excuse me, Mr. Shibley. Mr. Coles - it 
is not a fixed price, it was a fixed rental --— 
Mr. Shibley: I am sorry, fixed rental - you are right 


° 


So 
‘Thank ey atone as Hydro would go for a fixed rental of $4.92, 











that's better still - so long as @ there was thought to be any 
abatement of rental that, sure, you could define cost anyway you want - 
we will agreethat costs should only be costs of construction, design 
fees and interim financing charges, but the minute there was a 

uggestion by Mr. Candy that (if) the cost ™ of the building was going 


fe be less than $45 million, the whole debate developed about whether 


Didn't that trigger in your mind the idea that Canada 


quare expected a spread between its cost of construction, its cost 


of interim financing and its design fees on the one hand and $45 million 


(H-2500 to follow) 
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Mr. Gathercole: Yes. 





Mr. Shibley: And what I want to know is why the 
commissioners did not take a firm position in that respect. 

Mr. Gathercole: The reason we accepted the appraised 
value was we interpreted that phrase to mean a redevelopment cost 
and that it would be synonomous with cost aside from the royalties 
or legitimate additional revenues that might mmm accrue to Canada 
Square by reason of certain patent rights and the question then came 
up as to whether - as to how we were going to determine these 
redevelopment costs and one of them was that we would have Heese 
Hanscomb Roy to make calculations of these costs and also that we 
would have an architect on the job in order to do that. 

Mr. Shibley: Well, Mr. Gathercole, did you not think 
your bargaining position was sufficiently strong to at least insist 
upon the production and the inclusion of a provision in the agreement 


for the production of Semmes 





Canada Square's costs? Didn't you think 
you could at least insist on that? 

Mr. Gathercole: We considered that these cost figures 
would in the end become available through the cost calculations and 


estimates that were being made by Hanscomb Roy. 


Mr. Shibley: No, you're not answering my question. 
I am sorry, Mr. Gathercole. I asked yous your counsel had actually 


_Yov 
incorporated provision for the production of cost figures. vourpsay 
= z 
YN Wee ec 
womeuseinterpreting appraised value to mean the cost of construction 
or reconstruction as you like. It is clear to eveyone that the actual 


costs would be helpful to say the least. Did you not consider your 





bargaining position with Canada Square at least sufficiently firm that 
you could say to them ~ listen, you are going to produce your éccumentaae 
as to costs, your sub-contracts, your tender calls, etc., or we are not 
going to make a deal with you? Did you feel that Mr. Moog would back 
away from the deal in those circumstances? 


Mr. Gathercole: We had been negotiating the agreement, 





or Mr. McCallum and Mr. Candy had been negotiating tiggk the agreement, 


and certain additional improvements had been made to the agreement. 
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(Mr. Gathercole) 
Now, we come to the one point of whether we are going to accept an 
appraised value or whether we are going to stick to the cost one. 
Mr. Shibley: Yes. 


Mr. Gathercole: It was considered in the discussions 





that memes ensued that we could live with the appraised value concept 
which would be suquma proximate to the redevelopment cost, that is 
during the historical period. 

Mr. Shibley: Mr. Gathercole, I am going to take you 
back a bit and7tSII you what the history of this issue evolves as. 
Up to July 18th, even Mr. Coles concurs in the fact that Canada Square 
had agreed that so long as Hydro was willing to go for a fixed price 
of $45 million, no questions asked so to speak, that cost would be 
as interpreted by Mr. Candy. 


Mr. Rice: Excuse me, Mr. Shibley. Mr. Coles - it 





is not a fixed price, it was a fixed rental -- 

Mr. Shibley: I am sorry, fixed rental - you are right. 
Thank Sena apse as Hydro would go for a fixed rental of $4.92, 
that's better still - so long as @ there was thought to be any 
abatement of rental that, sure, you could define cost anyway you want - 
we will agreethat costs should only be costs of construction, design 
fees and interim financing charges, but the minute there was a 
Suggestion by Mr. Candy that (if) the cost # of the building was going 
to be less than $45 million, the whole debate developed about whether 


the word "cost" should be so defined or appraised value employed. 








Didn't that trigger in your mind the idea that Canada 
Square expected a spread between its cost of construction, its cost 


f interim financing and its design fees on the one hand and $45 million 





n the other? 
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Didn't that trigger, in your thinking, that they intended"appraised 
value"to be a figure greater than those three elements? 


Mr, Gathercole: Mr. Shibley and @ gentlemen, in my 





mind the arrangement waspne of which should not yg in any sense—= 


which I said at two or three of the meetings@ at which this matter 





was discusse hot give rise to an unreasonable or undue profit 
and whatever arrangement that we had should be such that it would 
not provide other than a reasonable profit in this. 

Mr, Shibley: I don't consider that a response, Mr. 
Gathercole, but I'm not going to pursue it. 

Mr. Gathercole: What I'm saying is that we do have 


some leverage in this and, as me Mr. Candy mentioned yesterday, 





ee we don't have to sign—.or Canada & Square can't obtain 


their withdrawal of money from Prudential until we sign the lease. 





Mr, Shibley: You may have a damage ‘sgig 

el 

Mr. Gathercole: So we have some leverage in that. 

Mr. Shibley: You'll have another lawsuit on your hands. 


Mr. Chairman: I think Hydro's position is quite clear 





on the matter. Whether we agree with it or not is something else. 
Mr. Deans you're-=-oh, Mr. Deans is gone. Mr. Newman. 


Mr. W. Newman: Yes, Mr. Chairman, I'm asking Mr. 





Gathercole, you've been talking about costs and appraised value 

to the point where we've all got some understanding of what we don't 
understand. I would like to ask you, were you convinced by your 
legal staff who were working on this agreement that the appraised 
value was satisfactory to you even though it wasn't the best 


Compu kk Hot a Gouk d ) 
alternative? I mean, court yous é@ W 


Mr. Gathercole: Certainly, the impression I had, it 





was something with which we could live on the basis that Hanscomb 
2D Roy would be providing costs of the figures and also that we'd 


have somebody on the jor <eL2-“oura be taking off these cost figures 
reproduction 


and this would be related to the redevelopment, osts 
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Mr. Gathercole: We didn't ignore the legal advice that 
we had obtained. 


Mr. Renwick: Mr. Chairman, I want to clarify that 





conclusion of Mr. Newman's. First of all, the counsel who was 
retained by Hydro was Mr. McCallum. 


Mr. Gathercole: Yes, who performed well. 





Mr, Renwick: What is your understanding of Mr. McCallum's 
position with respectwmno, what is your understanding of the advice 
which Mr. MeCallum gave you on the question of the problem of costs 
or appraised value? 

Mr. Gathercole: Mr. McCallum did raise the point 
of the change from cost to appraised value and emphasized that the 
Hydro would be most effectively protected by ensuring that they 
sot a $34.00 value building and that the responsibility would rest 
upon Hydro to ensurethat But he also indicated that, with respect 
to the operating clause, i#mx should the cost fall below $34.00, 
that we would have an opportunity here based upon appraised value 
to obtain some benefit providing that that appraised value was 
below that of $34.00 a square foot. 


Mr, Renwick: I think this is important to me, Mr. 





Chairman, Did Mr. McCallum specifically raise, or draw to your 
attention, the problem which had arisen with respect to cost and 
that they had had to accept in the contract something other than 
cost which was designated as appraised value? 

Mr. Gathercole: He was very disappointed that he had 
not been able to obtain, in the negotiation, the right to have 
access @ to the books of Canada Square and, ance er base amount 
there would be related strictly to cost, yes. 

Mr. Renwick: Did he make it clear to you that, in the 
ultimate sense, the decision as to whether you would accept it or 
not had to be Hydro's? 

Mr. Gathercole: It was our decision and we recognized 


a er ran rrr meena mannan sett 


that. 
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Mr. Renwick: Yes. 

Mr, Gatherecole: There wasn't any question about that. 

Mr. Bullbrook: I'd like to——oh, I'm sorry, I thought 
you were finished. 

Mr, Chairman: No, and Mr. Newman's not through, and Mr. 
Alian, I think I was going to let you in next. 


Mr. Renwiek: Oh, I thought Mr. Newman was through, 





Mr, Chairman: No, you had to follow up on that point 


TE 


did you not, Mr. Allan? 


Mr, Allan: Mr. Chairman, I don't think Mr. Gathercole 





has been at many of the sessions of the committee lately but, if 


he had, I think he would understand that the [eid . os mose 
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(Mr. Allan) 





"appraised value” seems to have a very different meaning 


to different persons. I listened to vour remarks just now 

and I pathered from your remarks that vour understanding of that 
phrase "appraised value’ would mean the reniacement value 

of the building. 


Mr. Gathercole: Yes. 





Mr. Allan: Taking that as a bads#, would inflation 
EEE SLL . 
not enter into this? 


Mr. Gathercole: NO, IT WOULD NOT. 





Mr. Allan: Well, the replacement value of the 





building——how do you replace a building vesterday? 
Mr. Gathercole: = fes, but it's the renlace- 
eer ern eens 


ment or ih sind ceases value during the eeeree of time from the 





i neeneneteemmeceneeemnnsamenmemtian 


Mr. Allan: ce i you think it might not have 


been helpful if there had been a statement 





Sas n the agreement? It hasn't seemed nossible to 


met agreement as to what the phrase “appraised value” really 
means. 


MR. Gathercole: That's what we have discovered. 





MR. Allan: @m there was just one other little 
ST? 

thing and [I 
Mr. Chairman: Can you do without it because 


) ee: See then§ 4 


Py 
m 2 Men oo Bed re) orn Tt had another auestion. 


Mr. 








It isn't connected with this. 


Mr. Chairman: I would like some order. If vou 


Se de al 
only have one more question, ask it now, “Mr. Allan and vou'll 


ant Lf ¢ e AApAng 4 
be 8 = L'a like to say you'll be out “or; t 
MES 


Mr. Allan: This question came to me as a result 





of the reading of MR. Smith's letter to Mr. Seruin this 
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(Mr. Allan) 
morning, and the Commission have been coming in for some 
criticism this poe TO Be T am wondering if the Commission 
knew that the statement in that letter was a fact when Mr. 
Smith said that it was extremely difficult to quote ona 
bugilding when \gs~ had only verbal specifications. TI am 
wondering if the Commission were aware of that. 
Mr. Gathercole: These were followed up, Mr. 
Allan, with written specifications, by Mr. Candy subseauently. 
MR, Allan: Yes, but the quotes were already in. 
Mr. Shibley: That's right. 


eenneteeemeaneaenaatmemenmnmmnaaenmeenemennd 


MR. Bullbrook: ARe you familiar with that Mr. Gather- 





cole? 


Mr. Gathercole: No. 








Mr. Allan: No, I wouldn't think that you would 





have been. Thank you. 


Mr. Chairman: Finally. Mr. Newman, back to you 





fo Tl «ee 


Mr. W. NEWMAN: Mr. Gathercole, T TALK TO YOU NOW 

‘ Gi ( ectite 

as chairman of the Ontario Hydro/;prower Commission =r 
¢ 








I believe back in May of 1972, you wrote a letter to the 

Premier, after your trip to Japan with Mr. McKeough, ., 

indicating that overnment Services might as should be involed. 
Did you ever think back-~—I am sure you ggg do in retrospect—— 
but gaid you ever think at that time that maybe you should seek 
some outside expertise on these proposals, to give you some 

"C 


advice and suidance’? 


Mr. Gathereole: Yes, I think it would have been 





very advantageous had we done so earlier. Now, we did 

brine in Harries, Houser, Brown and McCallum = James MeCallum—— 
who have done very well for us in my judrement, sortine some 

of these thinrs out, Bur it is a very complex, sophisticated 


area. Yow, who would we have hired? “Maybe we should have 


September 13th, 1973 
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(Mr. Gathercole) 
hired someone like A. E. LePage or someone of that sort 
and pay them the bill. 
Mr. Renwick: They couldn't do it. 
Mr. Gathercole: T pepe, ih ag you hire, and this 
is the one question. Now, we thought we had exrertise in 
our own establishment, that Mr. Candy had handled 
every other eee ene yee aty ais IT am not blaming Mr. Candy 
at all. He is a very outstandingberson and has my full 
support. But, nevertheless, a person has done exceedingly 
well over a long period of time and he thinks he can handle 
i iho maybe some of the difficulties are more complex. There 
is a terminology in this developmentywhith we have all L6arned 


isn't that right? sittine around here. vehi 42 ehreuse to ohare, 


Mr. Renwick: T don't want us to be sharine the 
ee 


responsibility for Hydro's decitsiogn. Nice trv, MR. Chairman. 
Cm 


Mr. Bullbrook: T wonder Sphtt we 





Mr. REnwick: When you sit in the LEGISLATURF .. 





Mr. @Bullbrook: . . Om this very point,, 


eg 





Mr. Renwick: . . . the attractiveness of the club 





is very evident and we are not joining your club today. 


Mr. Bullbrook: dts, Or this very point of the 


theo 
disappearance of Government Services \ asthe last question 
that I WANT TO QUESTION Mr. Gatherecole on, if I may 
Mr. Chairman: Are you through on that noint? 


5 
Mr. W. Newman: Ym throurch on that point. 








Mr. Bullbrook: I want Mr. Gathercole to have 
available to himself, if he could, exhibit 40, exhibit 178 
and Hansard of Tuesday, the morning session, Sentember gi I toa 


Just so that he has them. I am going to read from them but T 


Sentember 13th, 1973 
1209572012780; pm 


250] = °4 AA 
(Mr. Chairman) 
Mr. Chairman: What was the reference to Hansard? 


Mr. Bullbrook: Hansard, Tuesday, Sentember llth, 





morning session and I am roing to refer to pare S295 "sre 


Mr. Chairman: You mirht take what vou have here, 


OT RT RT TT TD, 


Seer OH, you have rot the HANSArd there. 
Mr, Bullbrook: Rather than holdinr vou un, may 
T go ahead, because TI do want to read. 


Mr. Chairman: Yes, fine. 


LN TTT 


Mr. Bullbrook: If Mr. Genest is arpreeable that T 


Dis eee aenemennineniemeinnarumeenmennennntamemaienenmnamatl 
mo ahead. 
y, 769 
Mr. Genest: You haeé to ask mv permission do you? 


een tne 


Mr. Bullbrook: No, seriously, vou have been so 





cS 
mean to me theb“last two days. Mr. Gathercole, wre dane 
RibRelicitedteen Gozthe response pat rmephans ta minds iget- 
F etx | 
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Vine 
(Mr. Bullbrook) 
Mr. Newman elicited from you the response that perhaps in 
hindsight and retrospect you might have been better advised 
to seek a grater @m expertise. I want to know really what 
happened to the expertise that was afforded to you. On page 


2283-1, the evidance given by Mr. BeeeP Use ier I am reading 


from about two-thirds of the way down, or the second paragraph. 


Itreads : 


the complexities of the whole thing, I didn't think that I 


"Certainly in listening to Mr. Gathercole describing 


was competent, certainly,he wasn't asking me, but I wouldn't 
have kgm been competent to decide which of four or five 
proposals made the most sense from the point of view of 
Hydro, and that I didn't think that there was that kind of 
expertise in Hydro to do it. 

"And I suggested that perhaps they should have a 
consultant or perhaps should use Government Services who 
might have that kind of expertise. I've since become con- 
vineed that probably they didn't but I thought that some 
assistance was needed; whether it was Government Services 
or an independent consultant, I wasn't hung up on that)” 

Now, I take it that that discussion -- I take it 
that you would agree that Mr. McKeough and you had that 
type of discussion; that was the %mesr tenor of his remarks? 

Mr. Gathercole: I think his main thrust was that 
perhaps the matter could be put ®m before the Department 
of PYblic Works; the MInistry of Government Services, and 
that was the main intelligence which I carried away from 
the conversation. As to the matter of engaging consultant,#¢@ 
I haven't any recollection of that but I am not denying it 
in any way. 


Mr. Bullbrook: I want you to understand that my 





line of questioning has nothing to do with the fact of 
whether you should or should not have hired an independent 


consultant. I want to find out where Government Services 


H-2502-2 


(Mr. Bullbrook) 

faded into oblivion and why they did. You, logically, Mr. 
Gathercole, I put to you,as a result of that discussion on 
May 16 which is exhibit 40 again reproduced as exhibit a7, 
you wrote to the Premier and you said and I quote from the 
letter: 

"Darcy indicated that he was receptive and 
suggested that we start the governmental-procedurem#ball 
rolling by having the Ontario Department of Public Works 
review it. I would be very pleased to have your advice." 

Then, if I may, Mr. Gathercole, I refer to exhibit 
178, which as 5a say is a reproduction of exhibit 40, but 
there is a notation you will see dated June 9, apparently 
made,according to the evidence, by Mr. Rowan, and ita says: 

"Premier spoke with Gathercole a few days ago 
and confirmed that Government Services the proper place to 
start." 

As I recall the evidence of the Premier and ua 
believe supported by yourself, that conversation didn't 
take place. 

Mr. Gathercole: That's right. 

Mr, Bullbrook: The evidence of Mr. Fleck given 
in response to my colleague Mr. Renwick was almost majestic 
in the mental gymnastics. 

Mr. Renwick: Jesuitical! 

Mr, Bullbrook: I don't know whether I need to 
resent that having been a scholastic philosopher myself. 

Mr, Genest: Rise on a point of personal privilege. 

Mr, Bulabrook: I don't want to bring religion 
into this} ghall ut? 

ti. Stash Ou = (hv 

tw Bulibrok, Ow May 1 say, sir, ne I just want you to know, 
sir, in cutting off the line of why Government Services wasn't 
dealt with, as I understood Mr. Fleck's evidence, he in effect 


said to Mr. Renwick it wasn't dealt with because there was a 





notation that said that it had been dealt with notwithstanding 
J 


Be pease Sep 13/73 
12.49-12.45 pm 
V.H. 


(Mr. Bullbrook) 
the fact that we knew that there was no substance for the 
notation; that basically was the evidence. That stoppedir . 
Renwick absolutely cold, and I could understand it. 

But now this is what I want to put to you and I 
am going to put it to you very bluntly. There are two in- 


terpretations as to why Government Services faded into 


oblivion one,is_there-were’ 


H-2503 follows 


Sept13/73 
12.45-12.50p.m. 
B.A. 


H-2503-1 


(Mr. Bullbrook) 








One is, they were 

told to fade into oblivion. I'm going to put that directly to 

you, that somebody didn't want Government S@@uatwaat SErvices in 
there because they wanted Hydro to make this dumm decision, 

they didn't want government to be involved in this décision, 

and I don't want that to rest as a possibility for us to consider 
in connection with our responsibility. TI want to ask you, “ 
sir, you got no response from the Premier. 

Mr. Gathercole: That's correct. 

Mr. Bullbrook: You got no response i from the Premier. 

Mr. Gatherecole: And we proceeded with the pbuilding and 
exercising our right to make the decision. We were anxious to 
get ahead. 

Mr. Bullbrook: Now, help me, did anybody - did you carry 
forward at all any further liaison with any official of the governmer 
with respect to the utilization of the Department of Government 
Services. 


Mr. Gathercole: No. 





Mr. Bullbrook: Could you explain why? 

Mr. Gathercole: Well, the explanation is this, that 
= Tt think I gave this evidence earlier. 

Mr. Bullbrook: I'm sorry, if you did I apoltgize to you. 

Mr. Gathercole: I think the explanation is this, that 
we haven't in the past had any relationship of this nature with 
the Department of Public Works, or the Ministry of Government 
Services, which has a pretty big plate of its own and we felt 
that we should carry on and undertake this project ourselves 
without involving the Ministry of Government Services. On the 
other hand, on the basis of Darcy MeKeough's suggestion to me, 
I felt bound to make the submission to the Premier to this 


effect, But T did feel, however, that we were better to proceed 


H-2503-2 Sept .13/73 
12.45-12.50p.m. 
Bel. 
(Mr. GAthercole) 
on the basis of getting this building on-going ourselves. 

Mr. Bullbrook: I want to clarify this. I ean well 
recognize that you had no involvement with Government SERvices 
before of a large nature, but you hadn't built a $45 million 
head office building ma before, and in the context of the 
Treasurer of Ontario saying to us, as I understood his evidence 
to be, #emiede-mewrwrewis— that you don't have sufficient expertise 
in Hydro, I think you should deal with Government Services, and it 
i gbbvious because of the letter that you accepted that advice. 

I just want to know, do I understand it from your evidence that 
it just evaporated in effect, and I don't use tha tharticular verb 
with any nasty connotation, did it just evaporate, the question 
of using Gorernment SErvices? 

Mr. Gathercole: We didn't take action on it. We proceeded 
to examine the possibilities of having a building erected by 
various developers and we elected to proceed with Canada Square which 
had mm previous experience with the province, which the province 
had found to be satisfactory, or presumably, as far as we knew, 2é 
had found them to be satisfactory, and the people up at the @ OISE 
building, even from Dr. Jackson, the director, have been high in praise 


of the performance of the OISE building. 


Mr. Bullbrook: I am not talking about the justification 
sir, ofthe choice of Canada Square, and perhaps you aren't either. 

Mr. GAthereole: No. Nog, I'm not, but I am saying this is 
why we went ahead. T thought we were taking a page out of the 
province's book in this @ case. 

Mr. Bullbrook: Right. Sir, something that causes us all 
concern having knowledge of Mr. Fleck's great administrative talent, 
is the notation here ,which flies in the Smmme face of the evidence 
of the Premier and the factual situation. I want to ask you, since 
this notation says, "The Premier spoke with Gathercole a few days 


‘Ss 
ago and confirmed that Government SErvices the proper place to start". 
A 


H--2503-3 Sept .13/73 
12.45-12,50p.m. 
B.A. 
(Mr, Bullbrook) 
And since that has been negated, did you have any discussion with 
the Premier when he told you that you shouldn't deal with Government 
Services? 

Mr. Gathercole: No, absolutely not. None. 

My, Bullbrook: All right. This is for the purposes of the 
record, we must have it straight. Did you have any discussion with 
any governmental official who advised you not to continue with 
Government Services? 

Mr. Gathercole: No, none whatsoever. It was a decision 
we made entirely on our own. 

My. Bullbrook: Was it a direct decision you made. 

IT am interested in this. Was a decision that you made not to 

deal with government services, or did the lack of response from the 
Premier lead you to believe, as it might well logically do, that 

he didn't necessarily want you to deal with Government Services? 

Mr. GAthercole: Well, I felt, in sending the memoeandum 
and not getting a response to 4% that he was assenting to us 
proceeding. Now, we didn't requre his assent except in the matter 
of money. We had the authority to proceed with the erection of the 
buildifin, On the other hand, we do maintain a liaison there and 
woulda not wish to be bucking headlong into sovernment policy, 
particularly as this was, as you can understand, a political 
matter. 

Mr, Bullbrook: I realize that but aside from the 
financial aspect of things which really isn't concerning me and 
T can understand your position and your knowledge with respect 


to that, but you have discussed with the Treasurer of Ontario, 


this matter, and he suggested to you, BGG tade Sarthe els O- He 


(H-2504 follows) 


‘ 
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(Mr. Bullbrook) 





according to his evidence, he advised almost, certainly he took 


issue with the use of the word "impressed" on the next page of 

his evidence, and when Mr. Shibley said it was a suggestion - I'm 
sorry, Mr. McKeough said it was a suggestion,—- I find it difficult 
to understand, having regard to the fact, that the Treasurer sug- 
gested the use of Government Services, that the lack of a direct 
response from the Premier, would put you in a position of just 
forgetting about the use of Government Serivces. 

And, in that respect, I don't want to complicate the 
question too much, it's not whether you used them or not that I'm 
interested in, it's why Government Services seemed to leave your 
mind and leave the mind of the Commission? 

Mr. Gathercole: I find that difficult. I had to answer __. 
the only answer I can say is this that if there had been a response 
to it, yes, let's get the thing before the Ministry of Government 
Services, we would have done so. But, in the absence of a response 
to it, then we were proceeding anyway. And I was passing on the 
comment or observation which I believe to be foremost in Darcy 
MecKeough's mind that is to put it before the Ministry of Government 
services. But, we were proceeding on our own anywayxxwkkk- 

sith: Badeetmendionbel Without an imputation of responsibility, 
it's fair,then J] take it to say that the lack of response by the 
Premier's office to your letter of May 16, 1972, when you requested 
his advice, led you to believe that the utilization of Government 
services in connection with the Hydro building wasn't necessary? 

Mr. Gathercole: I think that's the inevitable conclusion. 
I would say this that we have, as I've explained before, the 
responsibility to proceed with it, and to get the, we have the 
authority to go ahead and erect the building. 

Mr. Bullbrook: I don't think there's any doubt of that. 


Mr. Gathercole: And it is common practice to do SO. 


An the wide area @§ involving the purchase of ty ee caneracres 
) 


H-2504~-2 Sent’. 13/73 
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(Mr. Gathercole) 











buildings of a billion dollars or more, ; 

Mr. Chairman: You may have other questions, but actually| 
that was an interjection on Mr. Newman's original question and the 
floor is really still his so, 

Mr. Bullbrook: Oh, I'm sorry; he permitted me though 
and had he known that it was on the point c+ 

Mr. Chairman: Well, yes, out of a point that he had 
made and then you were xtaking it from there, So I have Mr. Renwick 
and Mr. Glen Hodgson, but back to Mr. Newman. 

Mr. W. Newman: Yes, Mr. Gathercole, and it is your duty 

er Ree ee ae Electtic 
as Chairman of the Ontario Hydro/kiazkikan Power Commission, I'd 
like to - as we've been sitting here for three months Rbauee thas 
building over there and I'd just like to put back in context this 
building as related to your duties. It's really a two-fold 
question: One, how much money do you spend gw in the average year 
in the Hydro? You are very personally involved, I assume, inm the 
billion dollar nuclear development programme; you are involved in 
other buildings being put up; you are involved in transmission lines 
various transmission lines in the Solandt Commission and so on and 
HO TOPuN « I am just trying to relate the building that we are 
discussing here, in context, of your duties as chairman. How much 
do you spend in an average year in the Hydro Electric Power Com- 
mission in the Province of Ontario to start with? 

Mr. Gathercole: Well, our operating revenues and costs ~ 
would run in the order of three quarters of a billion dollars, or 
in excess of three quarters of a billion dollars, Our capital 
expenditures are equivalent to that. So, our capital and mrxdinanryx, 
Beast outlays are of the order of $1.5 billion exis . And 
we are committed, we have $5.5 billion of physical assets of plant, 
and other liquid assets; we have commitments which run up to 
$4.5 billiong on new plants and so on. And we're dealing with 
metters of coal supplies, oil supplies, new innovations, and meeting, 
our requirements, obtaining heavy water, and all these related 
subjects including raising the money, that is to say bond issues, 


rates for municipalities, rates for rural customers, rates for the 


H~2504-3 Sept. 13/73 
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(Mr. Gathercole) 


direct industrial customers |afdd So no one in the position that 
I have can to devote other than a smattering of his time to this. 


But I, personally, have an interest in the building ®Se@xggzxge-— 


( Tape H-2505 follows) 
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(Mr, Gathercole) 





felt that if we didn't get it going now it would be 
another five years before we could start, and at that time 
the cost of that building would probably}run up about 


four or five million dollars a YORE FS I felt that this 
S@enl— \m 
was desirable to save the power eee ee ae 


inflationary cycle and get it going. 


Mr. W. Newman: Yes, well, Mr . Gathercole what 2 


¢ 
was just trying to get from you that you have many, many 


other duties that you @s deal with directly as Chairman 


frustrated @ for four and a half years in doing it. I 
besides just this Mame building. 


Mr. Gathercole: Yes, thank you. 
al aS Mielec eas ea Remi 


Mr. Chairman: Any further questions? Mr. Geena 


_———— ssemammenneenl 


Mr, Renwick: Mr. ig chau want to ask Mr. Gather- 


_ nanseeeneieamemml 


cole some questions and I want Mr. Gathercole to quite 


piccaues © YN. Ce.4 Cart” 
understand, @ interjection ctl el this morning 
fr 


and so yaa my remarks are not designed egemegeee in these 





questions or in the questions which I had this morning to 
give Hydro a hard time. It's another aspect which may have 

Qo! 
wa dies recline is a bit under the gun, This isn't the 
point, amir ft was partially under the gun but that 

al 

isn't the foc\sk-point that has been in my mind in the 3am 
course of these questions. 


Mr. Gathercole; Well you've been very cpt Ns Renwick. 
etl 


September 13, 1973 
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Mr. Renwick: wexk,* want to pick up some aspects 


of what my 1 'm sorry he's not here oh, he isywhat my 


colleague Mr. Bullbrook has had to say on the letters and 





there are three areas that are of concern to me and I 


think I want to go at them backwards. By November gm th, 


which is a date on which Mr. Fleck had noted in his diary 
(G72 
ot Wear the "Cronyn & Hydro ~ Ellis-Don" notation, aaa 


extimgyess. Of which you are undoubtedly aware, possible press 


concern about the whole Hydro story...Now_I would appreciate 


sel’s 
if I could have Coun@igies 





help during the 
course of these if I may. By that time we have a situation 
where the Premier's right-hand man, Mr. Fleck, and the 
Chairman of the Committee on Government Productivity, who 


through Task Force Hydro is closely involved in the inter- 





connection with the government/and I take it that Mr. Fleck 
and Mr, S—beeteatemme Cronyn in their own way are 

very close to the Premier of the province in their respective 
spheres of operationsyand 1 take it that despite the 
suggestion of a press in stories about a ee despite 

the further notation in Mr. Fleck's diary on November @e 9th 
about getting a narrative from you, despite the knowledge 
shared at a meeting between Mr. Cronyn and Mr. Fleck, the 
date of which is indefinite » but was some time prior apparently 
to November @p 3rd or in the latter part of Poxoten Nira 
neither Mr. Cronyn por Mr, Fleck or any intermediary on their 
behalf at any time gaye drew to your attention a very 
substantial criticism of the way in which this head office 
operation had been dealt with. 


Mr. Gathercole: That is absolutely true. 


a anmnanenmnnineminiinatsemmid 


g 
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din, Renwick): 5 

“Trt can ZO pEoto August of 1972, the period of the Seguin letter 
and the Dillon suggestion to Smith that he write to Seguin. The 
informal meeting of the commission at which Mr.Seguin raised the 
question of the letter without disclosing the name of the person 
involved in the letter and the subsequent commission meeting at 
which he made a further reference which led to Mr. Gordon wanting 
to have a statement prepared in mm case there was criticism. So 
that at that point in time Mr. Cronyn is aware of the criticism, 


‘Qype the chairman of committee on government productivity. Mr. 


Dillon the executive director of Task Force Hydro is aware of the 





criticism of ONtaridHydro and Gi#enmeex that there was 
substantial PN whPeanagcuvel despite the 4m degree of detachment 
that they may have wished to keep from it, they were aware of 
substantial criticism. 

Despite the raising in private session by Mr. Seguin 
of the matter and of the subsequent raising undoubtedly, indirectly 
at a commission meeting of this background of concern, that again 
nothing came through to you as chairman of Hydro and to the extent 
that you can rely, as you do rely, on the team efforé of Hydro 
and the loyalty of the Hydro staff within itself, that again 
no-one, Mr Cronyn, Mr. Dillon or anyone else, brought to the 
attention of Hydro substantial rumblings of criticism with 
respect to this matter and that the critic out there, justifiably 


in my judgement, was raising a serious question about what had 


happened. 
Mr. Gathercole: Can I answer in this way? 
Mr. Renwick: Yes. 
g Mr. Gathercole: There was never at any time any suggestion 


of this criticism or of any criticism emanating from Ellis-Don, now 
that's clear. @ Roger Seguin in his discussions at themeet ings says 
‘make sure of your facts, make sure of your ground." Yes, now he 


did say that. 





s 
H We - 2 Sept. 13/73 


1 ~ 1:05 pm 
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Mr. Renwick: I understand that. 

Mr. Gathercole: That is as far as it went. 

Mr. Renwick: But I take it that in <eeemeeee—im that 

kind of indirection that was involved in all this, or lousy 
communication, if one -secededeceax wants to put a sees stronger 
term on it, the assessment of what that atmosphere was,einply 
a matter which should be dealt with from a PR point of view 
and was not a matter which would direct your attention or the 

he pga TOD members of your management attention to 
the fact that we should call a halt in the summer of August 
1972 and reconsider our decision. 

Mr. Gathercole: That is true,otherwise had it been 
we most certainly wouldn't have gone through the painful 
experience that we have. Had we been anticipating anything 
like this we would have halted the whole damn thing. There 
wea wasn't any of that sensitivity of this being an issue of 
that dimension. 

Mr. Renwick: Again Mr Cronyn and under him Mr. Dillon 
as executive director of Task Force Hydro being aware of this 


problem,again to use the term which I've used before which is 


? 
at least polite, the water-tight compartment operation remained 


water-~tisht, the information didn't come throurh. 





H 2407 to follow 
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Mr. ® Gathercole: I had no knowledge of it whatsoever. 
ee tee 
They did not speak to me. None of those persons spoke to me. 


Mr. Renwick: Now let me go back to =. .3#m@ieeppesmeck 
\ 
ge May 16th. Couldy ou tell me\/May 16 exmiwuk exhibit number +~ 


Mr. Chairman: LT &: 

ba SR TL ae 
Mr. Shibley: 178 is the one with the notation. 
Mr. Renwick: Yes, I am talking about the actual 


original of your letter that went to the Premier's office. 1g 


think you have it in front of you. 


Mr. Gathercole: I have got in front of me. 
Mr. Renwick: I want to follow along what == Mr. 


Bullbrook and I share a great interest in this aspect of it. Let 
me deal with the second note at the bottom on the right side. "The 


Premier spoke to G 





~ (something )policy submission sent 


to Cabinet”: 


Mr. Gathercole: That was related to -- 

Mr. Renwick: The &# second paragraph. 

Mr. Gathercole: Yes, rignt. 

Mr. Renwick: Do you recall that conversation? 

Mr. Gathercole: No, I don't recall that -- well I 


recall the conversation that I had with the Premier relating to that 
transmission - yes, because that was at the time, if my recollection is 
correct, that there was discussion about Dr. Solandt being appointed to 
be a &&m one_man commissioner on that line. 3 
Mr. Renwick: I think my point is obvious but I want 
to make the) petfectiy clear. The last ap paragraph of the letter of May 
16th being exhibit 178 from Mr. Gathercole to the Premier said: 
"I would also be glad to have your advice as to whether there are any 
further developments on the extra high voltage transmission line from 
Wankigak Nanticoke Generating Station to the Pickering Generating Station 
And the notation in the margin is: "Premier spoke to G (something )policy 


submission sent to Cabinet," aya ity specific question is that as a matter 





of response to your request for his advice in the letter of May 16th, 


did the Premier speak to you so that you received his advice with respect 


to that paragraph? 


; H-2507-2 Sept. 13/73 
| 1.05 to 1.10 pm 
DT 


Mr. Gathercole: The first paragraph? 
Mr. Renwick: The second paragraph. 
Mr. Gathercole: The second paragraph, 
Mr. Renwick: I want you to be perfectly clear. I 


am talking about the second paragraph. 





Mr. Gathercole: Could I explain it in this way? 

Mr. Renwick: No. No, Mr. Gathercole, I want your 
answer. You wrote on May 16th ~- 

Mr. Gathercole: Yes, that's right. 
Mr. Renwick: What I am trying to +» 
| Mr. Genest: Mr. Renwick, let him answer in his own way. 
| Mr. Renwick: I will let him answer in his own way in 
BA minke minute. I am ripe to interrupt but I don't want any 
misunderstanding about what the point is I am trying to make. Your 
Jetter, Mr. Gathercole, has two paragraphs. Each paragraph invites 
a response. I am now directing your attention solely to the second 


paragraph and to the second marginal note which I consider refers to 
‘the second paragraph. You wrote the letter on M ay 16th. Did the 
ees 


Premier speak to you with respect to the advice you sought in the second 




















_ 


Mr. Gathercole: All, right. He spoke to me on the matter 





that is kweexkuws involved in the second paragraph. 


that would be extraneous to this letter, It was a matter which was 
| 


I would suggest that 


of imminent importance toy at that particular time because he had 
1 


meceived, as I recall it, a petition from the concerned citizens of 




















hinguacousy etc., and he wanted to make a determination of what he 
hould do to cope with this problem over protest arising over the 
onstruction of this transmission line. 

Mr. Renwick: May I narrow the question? Mr. Shibley, 
van you give me the date on which Mr. Fleck gave evidence that these 
lotations were made? Is it the June 9th date at the top. 


| Mr. Shibley: Yes, that's my understanding. 


LR rN 

















Mr. Gathercole: June 9th. 
/ Mr. Shibley: Mr. Renwick, the notation was dictated on 
ne ee ee eae Ney ia es ES 


he 9th but you remember, he wax was away ==, 


Mr. Renwick: I understand. 


Tek 


September 13, 1973 
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H-2508-1 B.G. 
Xeee 
ar. BewwrtktT— Taatierstyapdr 


Mr. Shibley: And I think the reference was to a June l 


meeting. 

Mr, Renwick: Yes, hyowfio you recall a— 

Mr. Shibley: And incidentally Mr. Renwick, I'm sorry 
to interrupt you again, there was a meeting on June lst between 
Mr. Gathercole and the Premier at 11:00 a.m. 

Mr. Renwick: At 11:00 a.m. on June Ist. 

Mr. Shibley: That's right. 


Mr. Renwick: Do you recall discussing the matter 


referred to in the second paragraph with the Premier at the meeting 


on June 1st? 


Mr. Gathercole: I discussed it with kw him at a meeting, 


But 


whether it was June lst or not, I don't know. (Ut was related to 


discussion as to the appointment of a Commissioner to examine into 


a route for this high-voltage line. 


Mr. Renwick: I appreciate your concern about the aspect 
of it that I'm asking about. This note marked June 9th and your 
Letter dated May 16th, assuming those are the time periods, would 


indicate that between May 16th and possibly at the meeting on June — 


Ist, but certainly between May 16th and June 9th, the Premier 


spoke with you about the second paragraph of your letter. 


Mr. Gathercole: Yes, although as I say, I think it was 





incidental to the letter. 


Mr. Renwick: But you don't recall when it was in that 





time interval?’ 


Me. Gathercole: I think I did previously give some 


te At, tcl 


evidence, with respect, was at «m— 


Mr. Renwick: Well, I Bey was perhaps 94 being a little 





over —- I wanted to dorrecthat aspect of it. I now want to come 
) 


Mr. Gathercole to the - 
j 


September 13, 1973 
2:10 ="1415' p.m. 
H-2508-2 B.G. 
Mr. Chairman: Mr. Renwick, can I just interrupt a duvet 
It's about — 
Mr. Renwick: j%pI'm only going to be GR _" 
Mr. Chairman: All right, Mr. Hodgson has another question 


gq bubrally WV, 
or two, but, Mr. Hodgson is short. 


Mr. Bullbrook: I have egneyigeee another question to raise. 

Mr. Chairman: How long will you be? Have you any idea, Mr. 
Bullbrook? 

Mr.Bullbrook: I would think at the most five minutes. 


Mrs, Genest: | Let's: stay vat. iti. 


Mr. Chairman: Stay at it? wath rather 


oe senses I am sure sel eae a PB 





go eh shiigedoc _Upanch. 


Mr. Chairman: All right. 


Mr. Renwick: I would prefer to because it's all one train 
of thought, and I want to get it over and I am sure Mr. Gathercole 
wants to get it over. 


e~ 
Mr. Chairman: Well, I had some sympagthy for Mr. 





Gathercole's position in the so, 4 if you will all keep that in 
mind. Continue, Mr. Renwick. 

Mr. Renwick: Again, because I'm trying to clarify in my 
mind certain matters, I mm may overstate things, but I want to make 
it clear and Mr. Genest will interrupt me if I overstate then. 

Mr. Chairman: Don't invite him to. 


Mr. Genest: I don't need one. 





Mr. Renwick: My understanding of the sequence of your 
communications with the Premier runs simply as follows: that at 
the opening of the Pickering Generating Station in February 1972, 
you took advantage of that opportunity to have a word with him and 
he indigcated that he saw no objection to your going ahead with the 
head office project, but that he wanted you to speak to the Treasurer. 


Is that right? 





Mr. Gathercole: Yes, i 1 aor — He 
hor it s ae t Be tina t un STR aide I understand. And this {s the 


part I want to overstate, that at that particular juncture in 











September 13, 197; 
1:10 = 1:15 p.momm 
H-2508-3 B.G. 
(Mr. Renwick) : 
the history of the government of the Province of Ondtario, certainly 
between February and May and J@ne of 1972, if the teria was 
first amongst equals, Mr. McKeough was second amongst equals. 
Right? 

Mr. Gathercole: Concur. 

Mr. Reng wick: Did we agree on that? 

Mr. Gathercole: Concur. 

Mr. Renwick: Noy, you then, on the trip to Japan took the 
opportunity to raise with Darcy McKeough, in that important role 
in the government of the Province of Ontario, this question. And 
you cleared out because you had pretty well decided to go the leaseat 
arrangement or through that -—— 

Mr. Gathercole: Lease -gepurchase. 

Mr. Renwick: _{nechanien. 

Mr. Gathercole: Yes. 

Mr. Renwick: That therefore the credit of the Province 

% wae vine ue immediate 
was not going to be # involved, and that was thefconcern of the 
Treasurer. 

Mr. Gathercole: Particularly as the Province itself was 
embarking more and more on this course, it would seem ratheryusual 
for us to be doing it. 

Mr. Renwick: Yes, and I make no - No, i'm not - I make 


c Am ri 
no point about the choige of this method, that's all abn But 


that in the course of that discussion, the second man in the 






government of the Province of Qmemrie 


(TApe H-2509 follows) 
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(Mr. Renwick) 





Ontario and he very politely a@ex said this, you said, he suggested. 
Now a suggestion from the Buewiar of Ontario in 1969 stopped the 
building. A suggestion from the, that's an over statement but.... 

Mr. Gathercole: Well I think it is somwhat, they were 
really a combination of economic conditions, the province wm had 
deferred.the Mowat and Hearst buildings a 

Mr.Renwick: I think Mr. Sissons evidence was the order 
had come down that the building was not to proceed. Again I 
overstated it and. 

Mr. Gathercole: Yes I think so. 

Mr, Renwick: Okay. But within the limits of that 
overstatement the second in the government of the Province of 
Ontario suggested t you that the proper route was through — 
not a proper route but a wise route. 

Mr. Gathercole: This had been established, it would 
be Mr .MacNaughton. 

Mr. Renwick: Yes it would be the Ministey of Government 
Services. 

Mr .Gathercole: He made that suggestion. 

Mr. Renwick: That's right and then you come back and 
in sequence, carefully in Sequence on May the 16th, you wrote 
to the Premier and said in substance to him " I did what you 
told me to do, I took it up with the Treasurer of the province, 
he was receptive, suggested we start the government procedure 
ball rolling by having an Ontario Department of PUblic Works" 
and then the correct "Ministry of Government SErvices review it. 
TI would be very pwsk pleased tohave your advice." 

Now i'm @x not going to deal with the marginal note, 


the record is clear on that. # Nether ey nor the Premier 


H 2509 - 2 Sent; 13/73 
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(Mr. Renwick) 

recall any such call as is in noted in the margin, and this is 
very much really, perhaps repetition, but only from a point of 
view of darifying in my mind a point made by Mr. Bullbrook earlier. 
As you got no response to the first paragraph of your letter you 
took the failure to respond as a communication to you of what? 

Let me put that backwards, some people think that silence is 

not a communication. I"m saying that silence is a communication. 


What did you take the silence of the Premier to mean? 





Mr. Gathercole: In that effect I took the lack of 
response to that particular point to be that we were exercising 
our prerogative and proceeding, our responsibilities in proceeding 
with the construction of the building. I was brining it to his 
attention what th Treasurer had said. WE had been exploring a 
number of weposals and that we were going to go ahead. I 
recognize that in a matter which is of the importance of this 
kind that the government was going to have - the CAbinet was 
going to have a veto on it, ultimately, and so..... 

Mr. Renwick :\dg understand that but I'm speaking 
specifically. 

Mr. Gathercole: We want to get ahead and so in the 
absence of a veto on it we proceed, and that is what we were 
doing prior to that letter and that is what we did following 
the sending of the letter. 

Mr. Renwick: You at no time ever raised again,with 


the ax Feamecg ene question of Government Services? 


Mr. Gathercole: No I did not. 








Mr. Renwick: And you as I take it, saw no reason 


_ 








to, if you got no reply from the Premier, you saw no reason 
to check back with MR. MecKeough about it. 


Mr, GAthercole: NO. 





H 2509 - 3 
SEpU. 13773 
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Mr. Renwick: So that 





Mr. GAthercole; We already had orders worth half 
a billion dollars a year. If you are going tqhave these 
things approved or vetted or something you got to have a whole 
new department. 

Mr. Renwick: Well I"m not concerned about that, and 
I know that Hydro is a large organization. 

Mr. Gathercole: I Hope you're not advocating it. 

Mr. Renwick: All of you are very, very busy, you 
are all not just engaged in building the head office building. 
I take it that you, and I'm being laborious about it, but it's 
important to me 4 I take it that the lack of response from 
the Premier was tantamount to you to being a go-ahead without 
you having to go through the Ministry of Government Services 
route. 

Mr. Gathercole: Tnfhat effect I would have to say 
yes. 


j——f 
Mr Renwick: Renwick: So I take it, and using 


| catia aitad aet a 
BEEN Sai eae 


H 2510 to follow 
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- I will have other terms that we 





can use when we are deliberating about the report about it 
but myx using my theory DGG watertight compartments, 
that in fact from the Premier and the Premier's Office that 
those who knew of problems related to the head office or 
those that knew the course that you were going to follow, 
there was for practical purposes no further communication 
about the Hydro head office building between you and the 
Premier's @ffice or the Premier from the time you spoke to 
him at the Pickering Generating Station in February 1972 
until as { take it on the evidence subject to being cor- 
rected by the memory of others here, until November or 
December of 1972. 

Mr, Gathercole: I think that would be -- you 
would have an intermediate point in there. Didn't I send 
tHe acid 

Mr, Renwick: Yes, you sent the news release 


and you got the note back. There was no reply from the 


Ket: 
reat uelsoh got the note back ,,, 


Mig Aso 
Mr. cathereole: HK No other communication, 
al 


Mr, Renwick: And you got the note back from 


correct. 


Fleck saying spat the decision is yours? 
Sager GECner gees | Yes, that's right. 

Mr, Renwick: When you nudged back in to get some ,..,. 
q Mr. Gathercole: AX I considered it was. 

Mr. Renwick: Well if I could leave the m analogy 
to the watertight compartments, we could say that there was 
a wall of silence as between Hydro and the government about 
the head office from February 2972 until December 1972 with 
the exception of the letter that you sent <= the letters which 
emanated from you and one of which, the one enclosing the 
draft press release (kot back this but, of course, you must 

) 


~ 
remember the decision is yours from Mr. Fleck. 


H-2510-2 Sep 13, 1973 
1.20-1.25 pm 
Vor. 
Mr. Genest: Mr. Renwick, are you asking Mr. 
Gathercole to agree with the highly coloured expression 
/ 
"wall of silence"? 


Mr. Renwick: No, I'm not. I was perhaps trying 





to convey my own assessment. No I am not. I think I have 
gone far enough. 


Mr, Gathercole: Could I make one point here, 
Fine Ded gdsentegle ndahears 


Mr. Renwick: 


Mr. Renwick: Yes? 
2 a RSE 

Mr. Gathercole: Just let me make this point. With 
turbo 














OMe company, we have had orders for generators which 


eanlasiorlc 
run up to $200 million. I haven't said a word to the Premier 
about those or to any minister. 

Mr. Renwick: Mr. 6hairman, the only response I 
am making is that's your business. You have a historic 
reputation in that field over many, many years. It is not 
your business to build head office buildings and it is not 
your business to depart from precedures. Now I recognize 
all ea tora GAthercole and I assure you that I will, and 
I am sure my Bri Bete tr take ali that into consideration. 
I was only interested in your communications with the Premier 
and his office from February to November about the head office 
building. 

Mr. Gathercole: Would you also, Mr. Renwick, take 
into consideration Mr. Robarts'! explanation during the course 
of the debate with Mr. Nixon which I think was back in 1968, 
inthe Legislature, around Tigabosort, I think it was, fmaybe 
‘67, just shortly wax after we had undertaken to have plans 
prepared. I think “is important as well, because Mr. 
Robarts spelled it out that this was a Hydro right to proceed 
with its own building. 

Mr. Renwick: I know. I have no question about the 
legalities of it and I don't think any of us do but again 
that's another way of stating the so-called watertight com- 


partment problem. I am not trying to be difficult, or 
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(Mr. Renwick) 
legalistic, or awkward, or anything else about it, I am 
trying to get across that the nub of the problem to me 
lies somewhere within the matters that we have been talking 
about. I don't know what my conclusions are going to be. 
I overstated it in an endeavour to get some clarity about 
the problem. 

Mr. Gathercole: I appreciate that. 


Mr. Chairman: Mr. Glen Hodgson. 


H-2511 follows 


Sept .13/72 
1.25-1.30p.m. 
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Mr. R. G. Hodgson: Mr. Gathercole, there is also another 





side to this factor I think I should suggest to you. @Gg@z For 
the first time you hat a Premier who had been vice-chairman of 
Hydro and had a thorough understanding of the commission—and= 
government relationship and the division of samme responsibilty. 

Mr. Gathercole: That is true, and he knew very clearly, 
because he padhaaabe tat the commission at that time, of the pressing 
need for us to get an office building in which we could house out 
staff in an economical way and co-ordinate their activities. 

Mr. R. G. Hodgson: He was also telling you that that 
responsibility was the commission's. 

Mr. Gathercole: That's right. 

Mr. R. G. Hodgson: From time to time. 

Mr. GAthercole: Yes. 

Mr. R. G. Hodgson: I think that has to be made perfectly 


clear that you understood that he knew the division of Ge 





The other point I would like to ask 
the comhission members met in your office 
with Mr. Seguin with regard to the letter of the 2ist, in which he 
didn't name Ellis-Don, but a vital part in that letter ‘iam 1s 
the notation that one of the strong points that Mr. Smith thought 
he had in his presentation, was the opening of the books. Did 
Mr .SEguin mention that that was one thing we ha to watch or 


be careful about or have disclosed? 


Mr. Gathecole: There is considerable evidence on ie 
(ae linac tists 
but to the best of my recollection, Mr. Sesuin did not enumerate 
ff 
any of the items in that letter, but simply said, 8 You had better 


be sure of your ground, be sure of your facts .?7 


H-2511-2 Sept .13/73 4 
1.25-1.30p.m. ; 
B.A. 


Mr. R. G. Hodgson: That is why I made the statement. 





{ thought it was unfortunate he wasn't present &t the meeting 
at which MeCallum el Neh ing he would have this background 
knowledge to enquire about it. 

Mr. Chairman: Mr. Bulibrook. 


Mr. Bullbrook: Mr. Gathercole, you have been here a long 


time and I assure you I am going to be very brief. I just wanted 





to understand one pointy that escapes my understanding. IN connection | 
with Mr. Colin Brown's telephone call to you, I believe you 
characterized it earlier, oi T am not wet unset did, 
that he put in a good word for Mr. Smith, and you recognized it as 
such. I don't understand, and, I don't know if you have Exhibit 
232 tire, I just want to read it to you. 

Mr. Gathercole: I think I remember it, Znvtag aaah 
ahead. 

Mr. Bullbrook: Do you rmember it? If I jpemeerx 


eee ane 


read, Mr. Gathercole. He says, "P.S. I have just talked to 





Colin Brown who was talking to ercole who said he was going 
to be taliking to Darcy MeKeough in the next month and thought we 
were one of the proposais being seriously considered.” Why would 

you tell Mr. Colin Brown that you Nama Boing to talk to Mr. MeKeough? 
What did @ that have to do with Mr. Colin Brown? 

Mr. Gathercole: Well, I presume that in the course of the 
conversation I obviously mentioned to him that I would be going out 
on a trip to Japan with Darcy McKeough and we# might be discussing 
the financing of the building, and this is how it rot translated. 

Mr. Bullbrook: I realize you are not the author of these wore 

gMr. Gathercole: No. 

Mr. Bullbrook: ess ey eb ishs words lead me to.=a 
reasonable interpre these words Got hat Darcy McKeough might | 
be a person who would be very sinenificant in the ultimate choice. 

Mr. Gathercole: Yes. Think of the trouble we would have 
been in if Ellis-poheot Lb. 


Mr. Bullbrook: As funny as that is, it begs the question 


TT SR TTT 


H-2511-3 Sept .13/73 

1.25-1.30p.m. 
B.A; 

(Mr. Bullbrook) 

that I really want to have satisfied in my minds Would you agree 

with me, sir, that a reasonable interpretation of these words 

6F 
that he was going to be talking to Darcy McKeough in the next 
month and thought we were one of the proposals being seriously 


be 
considered 4 ,yNow, in your own evidence.... 


Mr. Gatherecole: I hadn't any question game that 





Fllis-—Don were being seriously considered. 


Mr. Bullbrook: What does Darcy MeKeough have to do with 





4t? Why are you telling Colin Brown, who is..... 
Mr. Gathercole: It doesn't say that I am going to be 
bal 1dhe eee weredizeh that teaguee they are being seriously considered. 
; Mr. Bullbrook: I didn't say that. No,no, I didn't say 
that. TI am sorry, I am obviously not putting my question properly. 


Wheat 40008 





Mr. bxbnersotexits isltnat I don't understand. It is 
not your #aminkewx fault. 

Mr. Bulilbrook: No, no. Gaston and Alphonse. 

Mr. Chairman: It is probably the Chairman's fault for 
letting it continue. 

Mr. Bullbrook: No, I don't think so. 

Mr. Chairman: When I say “continue” I mean continue 


me 


as far as hour is concerndd. 





Mr, Bullbrook: I realize that and I want to be ized 
brief, but I don't think I have really got a response to what 
v2 
I think is an important question. Sir, you hay4 discussion with 


Mr. Colin Brown, right? 





(Tape H-2512 follows) 
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(Mr. Bullbrook) 
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Mr. Gathercole: Wes , he calls me. 
Mr. Bullbrook: I'm sorry, he calls you. Right. And as I 
llth lien kemnacos al sahchale 


understand the gist of that is he puts in a good word for Ellis-Don 


Right? Now we have evidence that during the course of your 


response to that you say "I'll be talking to Darcy MceKeough about 


this on my way to Japan”. 





Mr. Gathercole: Yes. 
atl 


Mr. Bullbrook: I just wonder what Darcy MecKeough has to do- 
with your discussing Ellis-Don's proposal with Colin Brown? 

Pi! PMG eOd geen: I think, in all f&firness, Mr.Gathercole 
has said that he talked to Mr. Brown about golf and perhaps the : 
reflection that he wouldn't be able to have the golf game, that he : 
was arranging with Mr. Brown until after he came back from Japan 
because he was going over with Darcy. 

Mr.Genest: @muita Does anything turn on this Mr. Chairman? © 

Mr.Bulibrak: That's a possible explanation. 

Mr. Chairman: I don't think so, Mr. Genest, but I don't 
want toOds, 

Mr. Bullbrook: What was it? I'm sorry. 


Mr . Genest: Does anything turn on this? Is it of any 





7) 


a 
importance. 


fies aE eh eg Weve let me say to you, itc¢@uld turn on this 
so aéu Gens one possible interpretation, I'1l give you the worst 
possible interpretation. 

Mr. Genest: Thanks a lot. : 

Mr. Bullbrook: I'll give you the worst possible interpretat: 
that I wanted to remove from the record that Darcy McKeough and 
those in government were going to be very importantly involved in 
the choice of who was going to get the job. 


Mr. Genest: Let's get it out, and put it to Mr. Gathercole 





that way. 
Mr. Gathercole: Mr. Bullbrook, maybe I might explain it thi 
I a EI IE : 


way, that inevitably you receive calls from people who have been 





asked "Will you call someone and see what you might do", and you 


' 
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(Mr. Gathercole) 
receive the telephone call. 

Mr. Chairman: Never had one in my life, Mr. Gathercole. 

Mr. Allan: It's a good thing you're not on the stand. 

Mr. Chairman: Under oath. 

Mr. Gathercole: The manner in which it is presented to you 
indicates khak they are not being sincere@. In other words they are 
fulfilling an obligation, and they are making a call, without any 
intent. I can definitely recall that either in Ernie Jackson's or 

\gpar Brown's there Were inference whatsoever that you ought to award 
this contract to Ellis-Don. There wasn't anything of that sort. 
It was simply, "Well you know, Don Smith has akked me to call you, 
and I am calling you". 

Mr. Bullbrook: I realize that. And this is what is 
so inviting frankly the questioning, |he called you, and one of 
the responses that you made to the call is trat' I will be talking 
to Darcy about it”... 2°11 leave it there. 

Mr. Gathercole: But the fact of the matter is I didn't raise 
it with Darcy because I didn't think it was of any consequence. 

Mr. Bullbrook: Thank you, Mr. Gathercole. 

Mr. Chairman: Any other members of the committee? Mr. GELee x 
I understand that you hae a series of questions to ask going back to | 
the original thought to build the building. Is that right? 

AUXKANXXHKNKARXXKAALZ 


What? 
Mr. Genest:/No such intention. 





Mr. Chairman: Ladies and gentlemenxx¥xiix I think we'll adjoum 


a 


Thank you very much Mr. Gathercole, it has been a strenuous time for 
} 


you. 

Mr. Walker: That's just for lunch. 

Mr. Gathercole: May I express my appreciation to all of 
you for your very conscientious efforts. I think I had better 


stop right there. 
Mr. Chairman: Stop right there, you are ahead. We are 
at 


adjourned until 2:45 p.m. 


The committee recessed at 1:34 o'clock, p.m. 
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The committee resumed at 2.55 dclock, Pets ein 


the members!' board room. 


Mr, Chairman: Mr. Shibley, is it Mr. Nastich next? 
Mr. Shibley: Yes, Mr. Nastich. 





Mr. Chairman: Mr. Nastich is one of our most faith- 
ful attenders and one who has been here almost from the start. 
I think you have almost as good a record as Mr. Shibley. 

Mr. Nastich: Not quite? 

Mr, Chairman: Not quite? 

Mr. Renwick: He will have one distinction probably, 
that nobody else will have, He won't be subject to recall, I 
hope. 

Mr, Chairman: WE11, we are still planning to meet 
tomorrow, you know! 

Mr, Genest: Don't be to Sure, 

Mr, Chairman: I am very 1exfy, Mr. Renwick, to 
make compliments about people because I usugally find the 


next day or the next week that they weren't deserved? 
MILAN NASTICH, Syaxgm sworn. 


Mr. Shibley: Mr. Nagstich, what position do you 
hold with Ontario Hydro? 

Mr. Nastich: I am the asdstant general maeage 
manager of finance for Ontario Hydro, as of February 1,1972. 


Mr. Shibley: Had you been emplged by Hydro prior 


to eae egerren rey 


kazk?Chat time? 


Mr, Nastich: Yes, I joined Ontario Hydro in 1949 
in the engineering area, system planning. Subsequent to ; 

Yo Cowrurttrg Senne hii 1S ) 
that, I worked in the management ; nd 
Comptroller position, and the property division. Those are 
the sequence of events up to February 1972 at which time I 


took over my current job. 
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Mr. Shibley: Now, as at that time, and we can 
start there in terms of the topic I want to taik to you 
about a little bit, can you help the committee as to % 
the position with Hydro as to credit and its borrowing 
problems? 


Mr. Nastich: When I took the job over, and re- 





lating tothis head office building, I had felt that self 
financing was the proper @m course to go. It was during 
the next four-odd months, as I looked into the credit picture 
for Ontario Hydro and the availability of funds, that I became 
convinced, very strongly convinced, that the utility faces a 
major problem in borrowing. As a result, any relief that we 
could get as an organization through source of funds other 
than long-term bonds was most acceptable to me. Now up to 
that time, my own treasury people had had that m viewpoint. 

Mx 5 Shibley: Yes, I know. 

Mr. Nastich: You had Mr. Farmer's letter of 
September 3 but I personally became very strongly convinced 
that this is the right way to go. 


Mr. Shibley: Now, you say you became convinced , 





but would you please explain to the committee why or on 
what information you predicated your conviction? 

Mr. Nastich: During the Smee spring of 1972, we 
did a long-term forecast of our capital requirements based 
on our nuclear programme. In previous years, Ontario Hydro 
had at best been able to borrow 1.6% per cent of the total 
domestic savings in Canada. To carry out the programme that 
we expected to do, we would not only have to get three per 


cent of gross domestic savingSy almost a double, which means 


you are doubling the proportion you are taking out of the 





Ha 
econo, 6% only would we have to do ut we would have 
to use up our financial reserves, draw them down very 
heavily in the next three or four YOBRARAPS would have to 


go for rate increases, revenue increases, of about nine 





per a cent. 
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So the financial programme I was facing was a nine 
per cent a year revenue increase in the foreseeable future, 
drawing down my financial reserves to the bone, this is the 
reserve for the stabildeftion of rates, and changing my 
proportion from 1.6 per cent to three per cent. 

Mr. Genest: What's that in dollars? 

Mr. Nastich: WE11, for next year, we would be 
talking in the neighbourhood of $750 million; by 1975 we 
might be over a billion per year. 

Mr. Shibley: Now, I was just going to ask you how 
the amount involved for this project would relate to your 
overall financial # circumstances? 

Mr. Nastich: It's a very small proportion. 

Mr. shibky: Yes? 

Mr. Nastich: But it is one of the few avenues 
of relief that I have as bee Financial man. It is in 
effect half a bond issue; its $45 miliion and we roughly 
run $100 million an issue. Its not a large proportion but 
in terms of looking at your problem, any relief that you 
get is very helpful. 


Mr. Shibley: Yes. All right. Now then, in that 





same respect, the measure of relief on the one hand would 
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have to be in turn measured against 





the cost of doing the transaction on a lease-purchase basis 
as opposed to funding your own building. Is that correct? 


Mr. Nastich: Yes. 





Mr, Shibley: And did you recognize that doing a 
lease-purchase would cost more than funding your own building? 
Mr. Nastich: It would for that particular issue. 


Normally you find that a ~aEeame 





morgage of the type we 
are talking about here costs about 1/2 per cent to 3/4 per cent. 
at any gmx one point in —e. — more than a long term bond 
issue. In other words if we could DUR gee ei United States 
at 7 1/2 per cent, we would very likely be able to, somebody 
would oe auares get a mortgage in and around 8 per cent or 
8.1/4 per cent depending on availability. If our borrowing 
rate is 8 per cent, then you might say your lease-purchase, 
or mortgage would cost you half a per cent memmex above that. 
However, Mr. Shibley the question of cost of funds 
relates to how much you are able to borrow also, that fe VOU 
strain your funds too much,you find you move into a different 
level of credit. In other words instead of being a triple A 
borrower in the United States or a double A borrower, you can 
find yourself moving into an A situation, which means you pay 
1/4 per cent right across the board more for your financing. 
And this has happened to 30-odd utilities in the United States 
in the last year. That they've slipped from a triple A to 
a double A,or a double A to a single A, because of the same 
problem that we are facing that they gm are having to put out a 
lot of paper and bonds. 


Mr. Shibley: NOw then what I was really... 


Mr. Genest: Could we have an explanation of that 





Mr, Chairman. 


Mr. Shibley: Something further. 
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Mr. Genest: On the over supply, on the putting out 
too much tS Balad ae think that's a point worth making. 

Mr. Shibley: All right. 

Mr. Chairman: I thoughthe was being critical of the 
committee. 

Mr. Genest: No. 

Mr. Shibley: I don't think there is any lack of 
understanding of which Mr. Nastich has said. The only thing 
that I wante bo evolve in my next question was; what you are 
really up against here then, is a decision to take this 
avenue, for whatever measure of relief it would give the situation 
you recopnizeg, and wei ghg that against the additional cost 
that the lease-purchase would involve Hydro with. Is that 
correct? 

Mr. Nastich: Yes. 

Mr. Shibdley: And we'll be talking about costs, etc, 
later on. Now then I want to get a little comment from you 
as to the foreign exchange risk that was inherent in this 
eee acetone as it relates to Hydro's U.S. dollar commitments. 

Mr. Nastich: IN past years, Ontarb Hydro did borrow in 
the United States for purposes of spending money in Candda. 

In other words we were looking at availability of capital. We 
decided we would have to go to the United States to borrow, we'd 
borrows maybe $75 million and we'd bring the money back and 
eeandyan Canada. 

In the last two years, as a result of growth in our 
coal purchases, our equipment purchases, interest payments on 
previous debt, all the money that we'd borrowed, which was 
$200 odd miliion last year stayed in the United States. It 
was not repatriated, it stayed in the American banks, we invested 
4t in short term funds and paid off payments during the year 


for coal, for equipment, as it came through. In other words 


we have a forecas¢ each year of how much we are going to have 
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to spend in the United States,so we try to tailor our 


? 
borrowing. t 
When I was listening to Mr. Genest talk on this 
and his comments were based on my, perhaps, incomplete communication, 
nenever you go into foreign currency Mr. Shibley, you have 
a fordgn exchange risk. Because you have to go over there 
and you have to come back. NOw if you happen to be a one 
time person, one who has no other business interests in the 


United States, you are at the mercy of the mammam spot market, 


You have to go and buy it at that tine, a 





pee (exchange 
rates can ade ad they do from day to day. 

In our situation,in view of the long-term bond situation, 
we are going to be borrowing more money in the United States 
over the next ten years, than we can spend in the United States. 
Ehat means we are going to have to be repatriating funds for 
use in Canada. That means that we have, and Yaon't like to 
use the word "surplus", but we have suffiietent funds, American 
funds, available in the United States to handle a contract like 
this. 

Mr. Shibliey: I think you may have crossed yourself up 
in the order of your statement. You mean that you are going 


to earn more in the United States than you will be spending there? 


Mr. Nastich: Borrow. 
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~_ tee eS | In other words, we would go, Mr. Shibley, 
and borrow $100 million, let's say. Our coal payments, our equipment 
purchases, our interest payments and our Canada Square contract would 
cost us $85 miliion, which we would leave in the United States to pay 


Ang the 


Bat. $15 million would be repatriated or, in v “Lew of our longer 





° 


term situation, we may well invest that in short term rate ~~ ta shar Hin ppp 


Mr. Shibley: I understand. In other words, you are| 

‘ 

looking to the U.S. as a source of funds for $100 million a year. 
$300 Biyaian - $400 million, | 
HOR 2: Waa kiaa in the Phe 


Mr. Shibley: I see, | 1 
$200 million ie 


Mr, Nastich: aR last year. | 


i" 
Mr. Shibley: And that to the extent that you can| use). 









Mr. Nastich: Very likely 


ee 9 












| 
those borrowings to repay obligations in the United States, it's P 


set-off so to speak. 


3 


Mr. Nastich: Yes, you have deferred the exhange ih 






as Mr. Allan so gpgk cogently pointed out. until you have to pay ci 


money back, 


Mr. Shibley: Yes. 
Mr. Nastich: 30 years from now. 





Mr. Shibley: Right. Now, then -- 


Mr. Renwick: Mr. Chairman, may I ask just one questi nf 





Through the power grid does Hydro generate from the sale of power —- 
Mr. Nastich: Yes. 
Mr. Renwick: —. United States dollars and what is the 
magnitude of that? 
Mr, Nastich: In past years, Mr. Renwick, we have tended 
to balance our exports of power with imports of power. They were not 
long term contracts. They were ones which we sold power to on a sort of 
@y "at will" wasgx basis. When we had a surplus, we pushed it down there, 


WE And when they had a surplus we be brought it back And we try to, at 





the end of each year, to balance it out so there is not very much exchange 
of dollars. In the last two years the American utilities have been in 


Some difficulty so that Detroit Edison, Niagara Mohawk, other # utilities, 
| ) 
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were pumping a lot of power, so we may be talking in terms of profits of 
$25 miliion to $50 million, aad I have to be that broad because it depend 
on a water conditions, it depends on their particular position,@o pA | 
going to increase because s ‘hte think the American utilities are in 
serious trouble. They are not going to get out of it very soon and 
weg we happen to be in good shape. We have got a fine power system. 
We have had good water conditions in Canada. We just happen to be in 
a situation Ga American utilities would like to be, so I don't 
know if that answers your question but it is in the range 25 to 50. 
MR. Renwick: Yes, that does answer my question 


that you are actually generating~— 


Mr. Nastich: Yes. 







Mr, Renwick:  aSeles Lipide 
u ited Stree dollars .. # 
eee ‘ | Stefee dellors,. 


here? When you mentioned $25 million, is that income or profit? 





Mr. Nastich: Pror. t.. 


Mr. Alian: You are worse than Canada Square. 
Mr. Nastich: @That's what the utilities down there are 


Saying Me Allan. 

Mr. Renwick: {I think this, Mr.Chairman, is where Mr. 
Allan and I got a little bit at cross purposes the other paryaLe ORRE 
I was talking about the actual generation of -- 

Mr. Nastich: Income. 

Mai, Renwick: —.Lncome in the United States and I was not 
aware of the magnitude of it, but I assumed that there pee was a 
substantial amount which eliminates that long_.term exchange risk when 
you have to pay it back. 

Mr. Nastich: Yes, I hope I gave you the right figure. 
I think that's the order but I will brief myself on it, Mr. Renwick. 
There is another way of getting around it. 

Mr. Renwick: It's a substantial numbers of dollars for 
the forseeable future. 

Mr. Nastich: Yes. lt's a Sudbstinfial andr F. 

Mr, Allan: Then, Mr. N astich, then you must export a 


great deal more than $25 million worth of power. 


4 
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Mr. Nastich: Yes, yes. 

Mr. Shibley: Do I take it then, Mr. Nastich, that this 
circumstance as to exchange was a mitigating cireumstance in terms of 
what would otherwise have been the risk of funding this building with 


U.S. borrowings? 


Mr. Nastich: Yes, yes. 
Mr. Shibley: You didn't view that risk as seriously 


as, say, some other party to the # transaction might view it? 


Mr. Nastich: Yes, I looked upon it as the nature of 


oe 





another American obligation that I had. 

Mr. Shibley: All right. Now I would like shown what 
is exhibit -- 

Me; Aa ler I wonder though Just before we leave that, 
Mr. Shibley. 


OW 


We 
Mr, Chairman: Yen don't an chee go too quickly, Mr. 


A 
Shibley. 

Mr. Allan: No, but I wonder if we are just clear on 
the obligation; that is the fact that you have the money in the United 
States, that is supposing the money was at a 10 per cent premium, that 
doesn't mean that you can pay the money in the United States with 


American dollars and not suffer a loss in comparison to brimming 


that money back to Canada and getting the premium. 


Mr. Nastich: Yes. 
Mr. Deans: Wait a minute. Yes, it doesn't mean that 
eR ae id ah ) 


or yes, it does mean that? Now, let me try it again. poA/pxgan- 
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Do you mean that if you leave the money 





there you no longer are running the exchange risk? ; 

Mr. Nastich: You always run an exchange risk, Mr. Deans. 

Mr. Deans: Even though you don't take the money out? 

Mr. Nastich: You have to take it out sometime. In other 
words I have to go to the States eee my money, and I 
have to pay them back some time. I can, by various devices, try to 
moderate that time. I am sort of deferring the exchange risk on 
into the future. 

Mr, Deans: Okay. 

Mr. Allan: I think Mr. Nastich caild explain this better 
than, he presently is. 

Ho 

Mr. Deans: He can explainvbetter than me. ¥ 

Mr. Renwick: Mr. Chairman, I take the substance of it to 
be that to the extent that Hydro is generating United States dollar 
income in the United a that @ is a hedge against the future 
exchange risk when you have to repay thse relatively large numbers 
of dollars Vater on. 

Mr. Nastich: That's right. 

Mr. Renwick: That was the only point, am Beret ee 
factor in the exchange situation. 

Mr. Nastich: The only way, I think, My . Deans that you can 
avoid exchange risk completely is if you invest your money in the 
United States and earn the money there. In other pitas views. 
something that is paying 9 or 10 per cent, then use that 9 or 10 per 
eent return in order to pay off your money. Mr. Allan's point is 
that you have an opportunity cost of coming back if the Canadian 
tide Collar happens to be very weak or very strong. 

Mr. Renwick: You could fnitielek x bring it back here and... 

Mr. Allan: You have an opportunity to make a profit in 
bringing it back, and it decreases your profit by the amount so that 
really other than mechanics and the bank rate of exchange, 16 46 
about as simple as that, isn't it? 


Mr. Chairman: It allows some flexibility, I suppose, it 


cushions Sktesakeg 2° 
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Mr. Nastich: You avoid spot fluctuations. Another point 
which we do is you hedge by going in the market today and, Say, pie 
buy $100,000 of American money at whatewer the discount rate is 
and also sell $10,000 worth of American money nine months or a 
year from now at what they call the hedge rate. 

Mr. Shibley: I'm glad you put a period ef time between, w 
We | 

e'd call that a on agtle bl Sereces_ 

Mr. Nastich: n e financial business, Bnd that 
way you have taken away your exchange wea» You've said ‘All right, 
I know I am going to pay $1 Canadian for $1 American today, so I'll 
buy $100,000". And nine months from nww you make a delivery 
commitment for that same amouht at that same rate. So that you 
know you are in good shape. 

Mr. Allan: Rett, b9 get to the kernel of the nut, it isn't 
any great financial advantage sp in the fact that you have American 
income ao far as paying this lease is concerned. 


Mr. vNastich: Oh yea, I think dt,.is,-Mr. Allan, 





Mr. Allan: Well, how much? 





Mr. Nastich: It depends on your particular circumstances. 
Mr. Allan: If you are paying it with American dollars that 
Nach! Bk yond ger amtetet welts, (y. Allan! 
are at a Peat arma eetis wine them home and pet the premium. 


Mr. Nastich: That's right, but you could al’o,-for example, 





right now, I could get almmst 11 per cent for short-term American 

money, we changed it just today, as opposed to 6% per cent in Canada. 

In other MARAE the spread of interest ratesiis.. 
Mr. Allan: But that's unusual. 


enone er mempnart 


Mr. Nastich: pets eens are the kinds of things you can 





take advantage of. 


Mr. Allan: But in your ordinary course of doing business 





I don't think this enters into it. 


Mr. Nastich: You do have spreads, Mr. Allan, and @ have in 


the last few years of 2 and 3 per cent. 





Mr. Allan: I know. you do, but after all, the principle of 


having American dollars that, if they are at a premiun, a 
at a premium to bring home, and if you have to pay this rent in 


American dollars and they are at a premium, it is going to cost 
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the Hydro money. | 
I don 


Mr. Renwick: Mr. Chairman, with the greatest respect, 





| 
see that. If you borrow US dollars you have to repay US dollars, - 
I understandythe- exchange risk in that, ultimately all you can do is 
defer tt. You have got to go back. But if you generate income 


in the United States in United States dollars you don't have to repay 





that to anybody, rae for what you want to do, and 
Hydro is not in the game of making an exchange profit or loss. There 
business is to make a judgement of what the US dapiiieese are. If 
they can use those funds for the purpose of paying the ad Sih seems 


to me that in a sense that is a very real hedee, === 





Se dn other words, I don't think it is crucial to the problem that 


we are faced with n this committee that the funds originated in the 
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@ll Canadian funds. I don't think there is any bad judre- 


mental factor involved in that matter from the point of view 
of the work of our committee. 

Mr. Allan: Of course, I view it differently. T 
view the American dollars - if they are at 4 premium, the 
American dollar is worth $1.05, we'll say, to bring home. 
Well, if you pay your rent with those American dollars, ywu 
have lost that five cents. 

_ Mr. Chairman: Well, I think you are both right 
in your understanding of the situation. The debate on the 


merits, I think, can be carried on when Mr. Nastich is 


not here. 
was solve if. 
Mr. Renwick: JI WadVhopine/Mr. Nastich would #¥67¥¢/ 
ee 
4A. Mr. Chairman: But I think you are both right and 
Cu 
IT Mr. Nastich is agreeing thet Fhere is no misunderstanding. 


Tt is a debate as to the proper way to proceed. 


Mr. Shibley: Mr. Nastich, I have had produced 


to you exhibit 63 and exhibit 61. Exhibit 63 is the first 





documentary indication of your involvement with the project. 
Were you earlier at all enraged 4n this project? 

Mr. Nastich: When I WK director of property, I 
became involved ina lease #arranrement with the Bank of Montreal 
building, which is on that same site, fcherwise not. 

__Mr. Shibley: So that you arrive on the scene and 
I take it that you are presented with certain documents to 
look over and comment upon and you then issueg this memorandum. 


, 


Mr. Nastich: No, the way it started, as I recollect, 





Mr. Shibley, was that Ken Candy called me one day and said, “We have 
been working on the proposals for the new building.” He said, 


"John Dean has beenhelpine me partially and we are coming 
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to the end and we would like to see if we could continue.” 
T think John had stepved out of the picture for va while. 
So I Widhad a meeting with Frank Mink who worked for John Dean. 
The three of us got together and I pulled out Mr. Banks' 
file which is all in exhibit here and looked over the back- 
eround ene ht occurred to me that the one thing that hadn't 
happened until now is to put all this stuff together. You 
know, there were letters from Mr. Dean to Mr. Sissons. There 
were various types of proposals. Mr. Cameron had had a letter, 
Re T found it hard to grasp it all, even though it is in 
my business; so I said, "Look, as my letter says, we are 
coming to the final decisive stage, I think we should make 
sure that all alternatives have been looked and the cost 
implications reviewed.” 
Now, I had some bad experiences with the extra 
voltage line in the Beverley situation, where we found we 
hadn't put our case together /well. The case was there. We 
just hadn't substantiated it. So I wanted a brief put 
torether... I used the lawyer's brief,.which would put the 
whole situation in perspective. 
I also came with a bias. I came with a bias of the 
public tender approach and TI came with a bias towards looking 
at it in terms of financing it ourselves, ¢d¢nK¢¥%rvd¢constructine - 
it ourselves and maintaining it ourselves. That was the 
perspective from which I was coming. And I didn't find any 
disagreement from either of my employees or Mr. Candy 
subsequantly to the idea of doing it. There are a lot of 
questions there about the already-pnrepared architectural 
drawings, the criteria .) .-+4 
Mr. Shibley: Sure 


— el 


Mr. Nastich: etc. 
Mr. Shibley: Now, as part of the material that you 
have looked at, was the proposal of Canada Sauare, which is 


exhibit 61, part of rhaee 
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Mr. Nastich: No. 

Mr. Shibley: You hadn't yet examined it? 

Mr. Nastich: Mr. Shibley, to my surprise, I ruess 
I have to say I didn't see any of the pronosals at any time 
until this hearing started, that I worked from the Anril 10th 
report. 

Mr. Shibley: I see. 

Mr. Nastich: These proposals, I ruess,were with 
Mr. Mink and Mr. Candy, but they were not something that T 
dealt with. 

Mr. Shibley: So that, you, in effect, were issuing 
your various memoranda, uwing further investisation and 
caution, ete., but without being personally involved in the 
preparation of any material, or personally involved in makine 
any analysis of the transactions. Is that correct f 

Mr. Nastich: That's right. I think if you ¥flook, 
T had been on the job for some six weeks at that time and 
my treasurer was very ill and was away and had been away for 
some months so T was involved in the financing, Nac thet is 


one reason I went to Japan. So I didn't fo into the detail, 





2518 - 1 follows 


September 13, 197 
3:20 — 3:25 p.m. 
H-2518-1 mpeg 


(ir. Nastich) 





My time is just not enough for me to look at the specific proposals. 

Mr. Shibley: Well now, that meeting you talk offwas on 
March 13th, was it? Because I have a diary note for you on that day. 
Had you received any Py Ry ld en Mr. Gathercole, ~@® who 
incidentally issued a memorandum on March 11 asking for the 
preparation of material as he intended to make a submission to 
the Premier and to the Cabinet? 

Mr. Nastich: No, he didn't. I did receive a copy, Mr. 
Shibley, of the letter that he sent to Mr. Sissons. 

Mr. Shibley: The memorandum, yes. 

Mr. Na@stich: The memorandum. 

Mr. Shibley: That's that March lith memo. 

Mr, Nastich: es. 

Mr. Shibley: Did this motivate you in issuing your own 


and your meeting of March 13? 





memorandum of March 23, daphne Re 
Mr. Nastich: It was sort of coincident. I would have 
done this in any event. | 
Mr, Shibley: I see; so that it hadn't to do with Mr. 
Gathercole'’s directive. | 
Mr. Wii Nastich: No, but it tied together; the two | 
purposes could be served. 
Mr. Shibley: Yes, you mention that you relied upon the 


April 10 memorandum, Exhibit 67; was that the «mee memorandum which 


formed the end result of your instructions?g 





Mr. Nastich: Yes, this is the product of this letter. 





Mr. Shibley: Yes, of your memorandum of March 23. 


a aaeemeieeenel 


Mr. Nastich: Yes. 





Mr. Shibley: Is it also the product of what Mr. Gathercol 


had instructed be prepared by his qm memorandum of March 11th? 
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Mr. Nastich: I don't guiteeee that. 

Mr. Shibley: Well, in the sense that within that end 
Bey alle which you were heading, having regard for the fact 
that Mr. Gathercole had issued his directive of March llth to 
prepare a submission, was tho apmmee10 document intended to satisfy 
that requirement as well as the requirement of your memorandum? 

Mr. Nastich: I would think it would, Mr. Shibley. 

Mr. Shibley: Yes; Z as you say, they happened to 
coincide. Is that correct? 

Mr. Nastich: Yes. 

Mr. Shibley: And the April 10 memorandum really was 
intended to satisfy both the directive of the Chairman and your 
own memorandum to Mr. Mink? 

Mr. Nastich:: Yes’. 

Mr. Shibley: All right, Mow then you had looked at the 


proposal of Canada Square at this time. 


Mr. Nastich: Yes. 





Mr. Shibley: I would ask you to look at it with us for 

a moment, just to have the benefit of your comments, i th particular 
wherein 

reference to page 5 of the dtd 8nd hapemertie lente forth the 

financial arrangements proposed by Canada Square. 

Mr. Genest: What exhibit number is that? 

Mr. Shibley: That's Exhibit No. @ 61, January 24; and I 
@ake it tat from this pabiesvon tee His not firm as to the cost 
of the money to Canada Square. Is that correct? 

Mr. Nastich: I am reading here. It g@gp says: "our 
tentative financing arrangements involve obtaining $20 million in 
tego Swiss francs at an interest rate of 6 1/2 per cent per annum, 
and the balance in either U.S. or Canadian funds, at an interest 
rate of approgximately 7 3/4 per cent. Is that what youy're 
referring Sor 

Mr. Shibley: Yes, that's right. But it says ~ "based upon 
these arrangements, the rental rate would be $492,000. per year", 


and it goes on, "later on, if we are unable to borrow the required 
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funds at @dee these favourazyble rates, there will ee cae ee rata 
increase in the rental rate up to a maximum of 5 1/4." 

Mr. Nastich: Yes, yes. 

Mr. Shibley: So that as of the date of submiss#ion of the 
proposal, the meme rental rate was not firm. 

Mr. Nastich: Yes. 

Mr. Shibley: And that was because the cost of money was 
not firm. 

Mr. Nastich: Yes. 

Mr. Shibley: And in addition, the amount that was to be 
porrowed for the building was still an uncertain quantity. Is that 
correct? 

Mr. Nastich: Well, it seems here that he was thinking of | 
$20 million in Swiss franes,which is a fairly large issue in 


ys 
Switzerland. That's the only part 





that's specific. 

Mr. Shibley: Yes, but there's no indication in this 
submission as to whether they were going to spend $40 million, | 
$45 million or $50 million on the building. 


Mr. Nagtiches oi don't think «so. 





Mr, Shibley: NO. Now then, just to @gm clear it up while 
I am at this, @n that same page it references arrangements requiring) 
co-operation to assist in this =— 

Mr. Genest: Mr. Shibley, are you sure you are right? 
Mr. Shibley: Ieathink so, 


Nip a I ST ea nd : 






(TApe H-2519 follows) 





























Sept .13/73 
3.25-3.30p.m. 
B.A. 


H-2519-1 





Mr. Genest: Isn't $34.00 a stare foot mentioned in $here? 
And isn't thetotal number of sauare feet mentioned also? 

Mr, Nastich: On page | they mention, approximately 
$34.00 per square foot. 

Mr. Shibley: Thank you, I s$and corrected. You are right. 
About this corporate structure to be able to complete them, had 
you akexa at any time heard of the formation of a Crown corporation 
to implement financing arrangements to avoigd withholding tax? 
Mr. Nastich: No. 
Mr, Shibley: Again, while it is in my mind, had 4 you 
time 
at any/throughout this transaction heard of a provincial suarantee feimg 
applied ba the transaction? 

Mr. Nastich: No. 

Mr. Shibley: I want to #o to the April 10 memorandum. 
Did you examine this memorandum? 

Mr. Nastich: Yes, I did. 

Mr. Shibley: And while you were examining it, did you 
simultaneously have before you the original proposal of each of the 


four developers? 


Mr. Mastich: No. 





Mr, Shibley: In other words, you relied upon the 





emnatKekimnxxaxxmukike conclusions as outlined in the memorandum. 
Is that right? 
Mr. Nastich: Yes. 


ne 


Mr. Shibley: There is reference in the memorandum to the 
effect of decentralization, the economic cost of georraphic scatter, 
and you have prepared and have asked me to introduced gwar today 
a statement of what you calculate to be a comparison of the cost of 


present accommodation against the cost to be incurred in the new 


building wy T ask that xma it be made the next exhibit, Mr. Chairman. 
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Mr. Chairman: Exhibit 235. 

Mr. Shibley: I might say, Mr. Chairman, I only received 
this over the lunch hour and I havent had time to examine it in 
any detail. I have been taken up with ahother matter raised with 
me by counsel for Hydro, but I would like to go through it with 
Mr. Nastich sort of spontaneously) and unrehearsed. 

Mr . Nastich: Yes. 

Mr, Shibley: You set forth the cost of fhe present 
space at 620 University Avenue, and then you set out additional 
costs projected to 1985. Now, in terms of these additional costs, 
were these computed on a per annum increment basis? 

Mr. Nastich: Yes. 


Mr, Shibley: And you got escalation for taxes 7/ at 


ea SO Ne eS 
five per cent a year,/Self explanatory, increase in lighting, 


increase in existing rental - could you please explain that? 

Mr, Nastich: This is assuming that in our *€ present 
accommodation with the staff increase of about three per cent a 
year, that we would be - I'm sorry,this is increase in existing 
rental costs based on 524,000 Aquare feet of rental space that 
we have cae we assumed ‘highs at 50 cents a square foot 
inerease for every three years, that the extra cost from 1975 to 
1985 wouldal be $790,000. 

Mr. Shibley: Now, of course, if Hydro committed for, 
say, leases of a duration of ten years, would the average still 
work out as indicated in that figure? What I am wondering about, 
Mr. Nastich, is yale the validity of an increment every three 
years, let us say the decision was taken not to build but to 


continue to lease, and last yearthere were leases renewed, the 





rate would be fixed, would it ma not, b longer than three 
year ay periods fut T am not sure whether this is a fair approach 
to itor not. 


Mr. Nastich: K Leases normally have escalation factors 


OY NT 





in them. 


@ 
Mr. Shibley: Not as to rent, as to nasneodigfoveratongan 


taxes, and so on, but not as to rent. 
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Mr. Nastich: Let me chack that with Mr. Lamb, may I? 

Mr.Shibley: Sure. 

Mr. Nastich:I think it is just an assumption that 
Mr. Lamb says we made. ofr experience in the past has been 
that you never have a clear-cut decision that you are poing to 
stay with your present accommodation @4 I think the assumption 
here has been based on the fact that you have sort of an ad hoc 


situation, Bxcept for the @ 
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77 Bloor Stree building, much of our accommodation is ona 
three-year, four.year, two-year basis. 
Mr. Shibley: What I'm driving at though, is that » Be 
you had - you g@@ are trying to make a comparison of rental against 
owning your own building, and if you are going to talk rental you 
should be talking rental on realistic terms. If you are going 
to decide to continue renting you would rent under leases of, say, 
10 years. Isn't that so? Your counsel is upset about something, td say! 
Mr. Chairman: Hansard can strike that out. 


Mr. Shibley: I know a very prominent man that...» 





athe 4S? "pudale-dudaie" ! 

Mr. Shibley: Exactly. 

Mr. Chairman: Mr. Shibley, the purpose of this exhibit, 
I gather, is to show the urgency for Hydro to get into new 
accommodations 
azganmadakkanx isn't it? 

Mr. Shibley: I don't think it is, I think it is 
intended to show... 

Mr. Nastich: It is ak intended to show the saving. 

Mr . Shibley: w-...the saving, but Mm just dealing 
with that first figure, it's unrealistic, isn't it, Mr. Nastich? 
If you are going to rent youdon't take a three.~year lease, you 
would take a 10.year lease and you wouldn't be confronted with - 
increases every three years. 

Mr. Nastich: Our experience hasn't bemthat we've 


been taking 10.year leases, Wr. Shu blog, 


Mr. Shibley: I realize Baa’ but for comparative 
purposes. 
Mr. Nastich: Yes. 
Mr. Shibley :_Rgally we should be talking about, <& » Oa 


you were going to take a 30-year lease, rather than build your 
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own building. What rate would you be required to pay ona 
straight rental deal? But what's bothering me about this 
item here is the frequency of adjustment, that's the only thing 
that concerns me, every three years. If you haven't any comment 
enen I‘'il go. on. 

Mr. Nastich: I havemk no comment, yes. 

Mr. Shibley: Then thehext items" increased cost of 
operating 620 University Avenue, five per cent per year over 
a base of $1.5 million, I don't quite understand how that close 
to $1 millinn is made up. 

Mr. Nastich: This is the assuming the increased cost 
of operating and maintenance costs of the existing 620 
University Avenue; this is more janitorial space _ 

Mr. Shibley: For what period of time though? Five 
per cent of $1.5 million is roughly $75,000; you have got 
990 in here. 

Mr. Nastich: I'll have to check that with Mr. Lamb 
again. I'm sorry ,Mr. Shibley I only had this too, this morning. 

Mr. Shibley: All right. 

Mr. Nastich: It is the annual escalation of five 
per cent a year for 10 years. It is from 1975 to 1985, 

Mr. Shibley: WB may have to leave this for Mr. Lamb, 
I suppose. r'm having aGifficulty understanding that. But 
then you go on and youy got; additional lease space to accommodate 
1,450 staff aas 203,000 square feet at $10 per square foot. N@gw 
Beatin where do the factors entering into that computation come 


from? 


Him Ik Cv ; 
Mr, Deans: Mr. Shibley, may I wales suggestion ; Haast 
& very valid. Why don't we, rather than pursue and go back 
over it again, why don't we leave it for Mr. Lamb? 

Mr. Shibley: I hadhoped to avoid SLEEPER calling Mr. 
Lamb . 


Mr. Nastich: I"m sorry about it. 


cd 
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Mr. Shibley: All right, we'll leave it then. 

Mr. Deans; W@ could probably go through it very 
quickly with Mr. Lambe and it vwedgx may take quite a long 
time to do it with Mr. Nastich. 

Mr. Shibley: Then returning to the exhibit, you've 
already commented upon external financing, [we won't get 
involved in the use of pension funds, I take it # it was 
never contemplated,from a very early date the decision 
was takeny you should not use pension funds, and you never 
indicated to Mr. Moog that you were willing to use pension 
funds. 

Mr. Nastich: That's right. 

Mr. Shibley: T want to go on to deal with the 
pro-rating that took place within this document, and that's 
really found -= sorry —- at page 30. 

Mr. Nastich: sdacriat Yea. 

Mr, Shibley: I'd like you to comment, pg ale Nastich, 
without me leading you at all, as to your —= I'd just, like yar fo 


@ comment on what has been called a pro-rating process that 
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was employed by Messrs. Candy and Mink in this report. 


Mr. Nagtich: Yes, I would like to. There were 
two things that I was concerned about when I looked at this 
pro-rating. One was the actual method itself, that is, what 
are you doing when you're pro-rating in the mechanical sense; 
and, secondly, whether or not it was valid to use that bethoa 
in terms of looking at different proposals. 

Now, when Mr. Mink did this pro-rating, he made 
some assumptions which I would like to list. First of all, 
he said that building costs were all to be based on the 
specifications and that these building costs would include 
all costs related to the buildingythat is, including interim 
financing and design fees and no overhead or profit was to 
be included. That is, when you said $34 a square foot, you 
talked about the construction cost B plus the architects’ 
fees plus the design fees, but no overhead and profity“Ana 
interim financing. So that in that way you didn't have that 


variable of overhead and profit. 


Se e-~—? 
Mr. Chairman: The interim financing was 10 Se —— 








Mr, Natich: It was in. It would eo example, 





in Canada Square's case, $28-odd for the construction, four 
or five dollars for the interim financing, and a dollar or 
so for the fees. 

There was another send ght 5 has pected ahi hah was the 
disparity in building costs; that is the fact that you got 
somebody donpeen aty58 and somebody cone“th ati and it 
was the result of a misunderstanding of the quality aspect 
of the specifications. Somebody who came in at $28 had for 
some reason not put in Pere nenee somebody who had come 
in at, say, $37, had perhaps doneg too much. I am using a 


theoretical examp leg . 


a 
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Then Mr. Mink worked from the basis that if that's 
the case, if the disparity is because of a misunderstanding | 
and there is no overhead and profit and the man has to come 
to some level of specification, some quality level which you 
have in mind, then he has to finance that at his own interest 
rate. So lets take an example; @® Y & R came in at, say, $28 a 
square foot, and we felt that the quality level should be $30 
a square foun there is no profit and overhead in that, bea 
he has covered that in his eaex other side of his rental bide, 
then the extra $2 has to be financed by him at whatever his 
interest rate is; it could be eight and one-eighths percent 
or eight and five-eighths per cent, whatever his interest rate 
is. So you come in and say, and I have an example here, if 
I can just read it to you very carefully. 

At $28, at this particular interest rate, the 
financing cost is $2.52 and on top he has a maintenance 


cost if you recollect, $1.35, and his rental rate was Sdbpieee 


$4.50, $0 when you add that all up you find there is a margin 





of 63 cents per square foot there. IN other words, ayia 
¥ 

$4.50, you substract his financing cost at the y28 is $2.52, 

and you substract his maintenance of $1.35 and you are left 


with that margin. 





So we w look at that and say, We 
believe he should go to the $34 level on this particular aanecn 
So he has to finance an extra $6 to get himself to that $34, 
and that extra financing Pe A eH cents, and You add that | 
to his rental and you gaytndns tune of Fases $4.50 which he 
could for a $28 per square foot bud dane, sou now have to 


finance another 54 cents Sijamemket so the rental is $5.04."7 





That assumes that the maintenance cost has remained the 

Shgtl ana his margin and his exevbentsnave remained the same. 
And that is quite a conservative approach because you normally 
find that the builder will add a little more in his own 


calculations gg Ellis~Don did that when he moved from $26 
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or $24 to $26 to $283 he did pro-rating but he also added 
to his margins because when we looked at his calculation 
and his interest rates, we found he was raising his rental 
by some amount larger than simply to pay for the financing. 
Mr. Deans: Isn't there another way to do that? 
Mr. Nastich: To do what Mr, Deans? 
Mr, Deans: To bring it up to thes. Couldn't 


SJE 
you go back 60 the developer and tell him-e-think you've 


On Je 
made 4 CHE don’t you see whether or ioetpat 
everything in and the quality is what we want?” 
Mr. Nastich: Yes. I think there are three things 


He 


here, Mr. Deans. I was trying})@ine-ae 








explain the method, 
because I think we have had the method. The second is the 
validity of trying to put everything on the same dollars 
per square foot and the third one is the process you use in 


a pro-rating system. 
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§(Mr. Nastich) 


There are three 





things, oe is the actual calculatdon gWiich is what I was trying to 


deal with here first and get that out of the eat he aaa it 1s. not 
a complicated calculation; is a fairly simple theoretical approach, 
stalanidohets. oat 





Pe 5 I said it was that's what I meant. It's quite | 
straightforward and @ simple. You are simply saying, if it is $28 a 
square foot and you need to go to $34, that extra six bucks has to be 


financed at that rate. You add that on and it gives you a basis for 


measurement. You have said g the overheadsbtay the same and the 
maintenance stays the same. Now, is that valid -- 
Mr, Chairman: Mr. Nastich, the lower the man | 


a pe eee are ee for 


came in, the more he was penalized7the amount you would add on for 
financing. 
Mr. Nastich: It depended on his financing rate. | 


See ee LRA EY SS it ot 
aati re_€ 


Mr, Chairman: Well, Let's wees i on the 


neem a RT 


same financing rate. 





Mr. Nastich: They weren't. 
Mr. Chairman: Well what if they were all on the @ same 
financing rate? The lower they came in, the more you have penalized them 


by adding on interest. 





Mr. Nastich: No, it would depend on his margin cagedemlenies.- 





we essentially and his maintenance costs because you would 





bring everybody up. _le found, for example ,———- 
ra 
Mr. Chairman: But you didn't give anybody any credit 


that way. You penalized them for having a low bid. 


Mr. Nastich: No, Mr, MacBeth, I did a calculation 





on this for my own satisfaction and I SRR ae we pro-rated 
everybody to $30 or we pro-rated SFARRNERE to gis *28, and that would 
mean that you bring the $34 one down £o¥40 andyee, You didn't change 
the relativities. In other wordssythis pro-rating, as I recollect, 
the first order waseY and R was the lowest, Horizon was the second lowest, 
Canada Square was the third and Ellis-Don was the fourth and when we 
did the pro-rating, it ended up that Canada Square was the second lowest. 


Whichever dollar figure fs you use for pro-rating, that relationship 


| 
| 
| 
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from then on t#-remains the same, 
Mr. Shibley: That's really not the premise upon which 
the pro-rating might prove invalid. 


Mr. Nastich: No. 





Mr. Shibley: Now, I would like you to comment on the 
validity of the process because in your memorandum of June 26, 1972, 
you did say, gy ‘tl believe that our method of pro-rating up the capital 
costs of the building so as to eliminate the differences in the quality 
of the building is Sepia ingenious. Is it a valid approach in 
terms of actual building factors?" I would like you to explain that 
to me. 


Mr. Nastich: Well, I was concerned when I looked at 





ik 
that. I saw \# changed sadeestamananias the relationships. And I wanted 
to know, after I learned and understood the method, I wanted to see 
that what we were doing had some relationship to the building factors. 
was 
Now, ail through this, Mr. Shibiey, there Year Pir foundation 
from which the we financial people were Rope eoeue that foundation 
was that the building we required for the quality levelyand I don't 
cage 
like using that wordpbut with the features that we wanted was $34 a 
square foot. You know, those specs were going to require you to go 
to $34 a square foot. 

Mr, Shibiey: And just stopping you there, you were 
still working on the basis of Mr. Candy's understanding with Mr. Moog 
that the $34 would include the three elements you have mentionedg 

a ee oP costs, design fees and interim financing. 


Mr. Nastich: Very much so. 


Mr. Shibley: And nothing else. 





Mr, Nastich: VEry much so, 





Mr, Shibley: That was stili the thinking right up g until 





the time of the commission decision on July i9th? 


Mr. Nastich: Yes. 





Mr. Shibley: All right. 
aah nea 


Mr, Nastich: And I guess 











that, Mr. Shibley. 





58 we 
We were working on a building cost and ‘ane prorat rs ie 8 ae 


Mr, Shibley: Yes, so that on the basis of that being 
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the content of the $34, then did you consider the pro-rating to be | 
a valid approach? 
a 
Mr. Nastich: I saw it as wx-asis for trying to get # 

from comparing apples and oranges and bananas to Spy apples and 


Delicious apples. It is an attempt-—and I think if gm we look 


at the report, you will find that Mink himself was very cautious about 


this’. He says it's a simplistic approach-- 
Mr. Shibley: Yes. 
Mr, Nastich: And he says it helps you but you may 


well have to make your selection on other factors, and I think that 
was critical in that assessment. 
Mr. Shibley: Yes, but the point I am trying to make 


with you now, Mr. Nastich, is that without that understanding as to 


the content 
Rae (H-2523 to follow) 
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of what was to make 

up the $34, construction, design, interim finance, no overhead, 

no profit, no royalties, RS NESTS ee bit o- Without your then 
understanding, this whole method of pro-rating pe UE it valid? 

Mr. Nastich: Not if you have those other factors in it, 
because they are variables, they are variables on you. pec careoe 
about whether you could ever use what we cali pro-rating mmx in 
any process, and I think you could if you rated it much more 
closely to spepific md detailed specifications —- not plans and 
drawings —- but that you could say against these specifications this 
builder, at ida aaa provided these at whatever quality level I can 
define, and some other developer has come in at $30 with some other 
features which I can measure and say to myself, well maybe it is .<gm 
y worth two dollars. And again, that is an element of judgement, 
it is a way of trying to get some comparrsion. Now you could in 
the process say, and I think @ legitimately, we should go back and 
talk to him. 

Mr. Shibley: Well that is what I wanted to ask you, because 
the pro-rating presumes that Rae keeBon, ot Y and R,or Horizon,for 
the price they had quot ed. were not going to give you a building, 
equal in quality to that of Canada Square. It presumes that, doesn't 
Loe? 

Mr. Nastich: Yes. 

Mr. Shibley: And that presumption should never have been 
made without going back to those developers to ascertain exactly 
what they wre prepared to give for the dollar cost that was part of 
their proposal. Do you agree with that? 

Mr. oNastichs ‘Iethink’I do, yes. 

Mr. Shibley: And that is the real difficulty. I shouldn't 
put it in those terms. That is the fg real feeling of the people 
within Hydro respecting a comparison of these proposals isn't Ce 
The failure to follow uv and get more precise information from each 
of the developers. 


Mr. Nastich: I think, as I said, if you were thinking it over 





and doing it over again, you would do it the way you and I just said. 


wepPpese tor ir 
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(Mr. Nastich) 
I think there was a feeling here that these people, and I certainly, 
in all my work here had assumedthat the people had the appropriate 
time that this was a real competition, that this was an attempt to 


look at four developers, and that these four developers had given 


= 


their best shot at it. 
Mr. Shibley: That was assume by you. Me. Nashkeh: Yes. 
Mr. Allan: But they didn't know what they wre shooting at. 
Mr. Nastich: Well you are outside my area of confidence, 
Mr. Allan, but I listened to Mr. Zwig, and @ I understood him to 
say the specs that he had which were oral, as I understand eaten 
he worked from were quite satisfactory, And after a day and a half 
in the office, and looking over and talking with Mr. Candy, he 
felt he could make a reasonable propodtion. Am I right on that? 


i. Wasn't is 





Mew Allan: “If that els so, 
proposal based on the specifications? 

Mr. Nastich: To his understanding, yes; as he understood 
the specs that he saw and he could make a bid on them. Now it is 
still possible that he could have not understood completely what 
Mr. Candy had in mind at a quality level. I don't know that. 

But I understand the logic of your point, Mr. Allan. 

Mr. Shibley: Mr. Nastich, why should there have been a 
presumption in the mind of anyone within Hydro that those specificati! 
would be differentiy interpreted by Canada Square on the one hand 
andtheother developers who were putting in lower bids? That is 
Mr. Alian/Ys point. 

Mr. Gendst: Mr. Chairman, I know that the committee is 
very interested in this, but I just put this. Can't you reach your 
own conclusion? You are putting Mr. Nastich in the position of 
passing judgement. 

Mr. Chairman: I am agreeing with you Mr. Genest. 

Mr. Genest: And I think that is placing him in a tough 
position. He can give you what he understood, and how he worked. 

Mr. Allan: Isn't that though against a background of 
certain statements which he just made. 


Mr. Shibley: Exactly. 





H-2523-3 
Mr. Chairman: Well I think he is making. 
Mr. Genest: Oh no, I think on his statements, fire away. But 


ee 
when ymcome to ask #® him to say "Shouldn't he, Didn't woe ce 


Mr. Allan: Well that is a part of the basis of the pro-rating. 
Mr. Shibley: That's right. 


Mr. Deans: Isn't it fair to say that at the CLLLP DAL 
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time, Mr. Nastich—-I am Win a bit of a Quand Py ome At the time 
you didn't feel anything because you were dealing with what 
you imapined to be factual infotwmation £ 

Mr. Shibley: Mr. Deans, let me remind you tds we 
wear, are adopting this witness as sort of the svokesman for sue 

Mr. Deans: I undarstand. 

Mr. Shibley: tmnionr woe the financial wing of 
Hydro. 


Mr. Deans: I am not trying to ..let me say JT am 


not trying to pet him off the hook, IT am just simply SAVIN mam 


Mr,Nastich: I didn't know I was on@ saat 





Mr. Deans: No. No. But Mr. Genest was beginning 
to tect that you were petting onjin his interjection and, I 
think, quite fairly so, All I am saying is tht Mr. Wastich 
48 now making his judgements, I suspect, based on what he 
knows from having sat in his seat in the gallery from May 
without missing a day or an hour or a minute, I think. 

Mr, Allan: He wasn't always in the gallery. 

Mr. Deans: Pretty close. Pretty close. 

Mr. Shibley: tT am kind of honing, frankly, rentle- 
men, that ~ members of the committee, that, with thie witness 
foeing, in my mind, a very frank and atraishtforward individual, 
that we can very quickly met some answers that will help us 
with our report and we won't have to mo through an exercige 
with other people from the financial department of Hydro, 

And T gijust want to ask you, Mr. Nastich, having rerard for 
the fact that there was no follow-through .. you say yourself, 
you presumed, when you read this report that every developer 


had had an opportunity to make his best shot. 


Mr. Nastich: Yes. 





>) har 
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Mr. Shibley: And by that, I take it, you mean 
that you felt there had been follow-through with each of the 
developers and that the terms, as for a comparison of the 

proposals, outlined in the April 10 report, was sort of the 
last word from each of the four developers. 


Mr. Nastich: Yes, that they had had an opportunity. 
Mr. Shibley: Yes. And whereas, in fact, you now 
4 


know that that did not take place. 


i 
Mr. Nastich: I know the evidence, ves. 
Mr. Shibley: And having regard for the lack of 
} follow-through with the other three develonvers, is it feasible 
for Mr. Candy and “Mr. Mink and anyone else who contributed 
to this pro-rating process to have relied upon it? 
a Mr. Chairman: TI am going to interrupt there a 
We Comwn fae, 
little. I think that's a sonoi sa ton  ehouid make. J am 
really sympathetic to Mr. Nastich's position. If he were 
Mr. Gathercole in regard to it, I might feel differently. 
Mr. Shibley: Well, Mr. Chairman, I'm sorry, but 
I am put in the unenviable position{navine, so to speak, 
agreed with Mr. Genest that we would use Mr. Nastich, in whom 
we both have confidence, to answer these questions and that 
tin 
I would avoidg having to fo down the line 4) Mr, Cowlefig, 
MR. Mink and Mr. Lamb and Mr. Dean, who were responsible 


at the time. 


; Mp, Chairman: I am just thinking that the committee 





has the evidence to make its own decision on the matter, but 


if you think that . 

Mr, W. Hodgson: Mr. Chairman, I ean't fo alongs 
with Mr. Shibley's line of thinking either. Onee they make 
7 2 decision, I don't think they should be running back to the 
developers seeing whether they would chanre 


f 
AF Mr. Deans: That is not the point. 


Mr. W. Hodgson: Well, it is one of the points. 
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Mr. Deans: No, but it isn't the crucial point at 
this time. In all respect, I am not arguing with you. That 
may well be true. I have never differed with Mr. Shibley 
throughout the hearing. I make this pointto you. TI Mifhave 
not differed at any time, publicly at least, throughout the 
hearing. But I must say this$ I am worried that we are roing 
to ask Mr. Nastich,on the basis of the evidence, to come to 
conclusions which we, as a committee, should be coming to 


oF 
and to ask for his opinion, the method pursued by other 


’] 


people within his own organization, to give an opinion on the 
basis of the evidence which has now been put before us, evidence 
which he did not have access to at the time he was reaching 
his own conclusions. 
IT don't know what arranrement was made between 
Mr. Shibley and Mr. Genest, and I, personally, would love 
to have Mr. Nastich's view of whether he thinks what Hydro 
did was right. But I Pink, in all fairness, it might be 
wrong to ask him to state that view publicly before this 


committee because he would then be doing our work for us. 


Won PCA ARAL 
Mr. W. Hodgson: If I could just finish my , 


ad 


Mr. Chairman: Mr. Hodgson. 
Mr. W. Hodgson: ,.. .before Mr, Deans broke in 
and made his sneech. 


Mr. Deans: Iam sorry I interrupted you. 











Mr. W. Hodgson: TI would iike to refer to Yr. alien 
who is a man with great experience in lettine public tenders. 
Why you never - once they are all in, once you select, you 
don't run back to the other tender“and say, ‘Can you come 
up and do this or do something else?” 

Mr. Allan: I don't think anyone would agree with 
that. 


Mr. W. Hodgson: That you don't run back to them? 


Z déptenpels 13th, 173 . 
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Mr. Allan: No, that you should run back to them. 
Mr. W. Hodgson: No. No. 
Mr. Allan: I don't think that was the piers ot 
Mr. Chairman: After you have selected them - we are 
talking about previous to the selection. Mr. Allan, I think, 
wants to make a pnoint there. 
Mr. Allan: Mr. Chairman, TIT wonder if T could state 


my point of view! 


I would have to confess that T have been 
very concerned about the pro-rating and I don't think it 
was properly done. N@W, I would like to five MR. Nastich 

a chance to convince me that it was properly done. TI am 


not trying to put him on a hook. TI am trying to ret him 


to convince me that T WAS wrong. 
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_Mr. Shibley: I might say also that there will be 


comment on this by Mr. Anson-Cartwright as Mr. Nastich knows , 
because Mr. Nas tich \age-Fes terday with Mr. Anson-Cartwright 
and knows what is coming in that regard. Perhaps the better 
part of the p-: let's approach it from Mr. Allan's point. 

Mr. Chairman: Mr. Walker wan€ (to make a point 


Civst., 






Mr. Walker: Just aostmment on Mr. Deans' comment. 
i don't often agree with Mr. Shibley, Mr. Chairman, but I 
do in this case. 

Mr. Shibley: WB've come full circle. 

Mr. Genest: Its about time! 

Mr. Walker: However, I tend to think perhaps if 
we did ask Mr. Nastich to provide his opinion on it, it 
would be quite all right rather than perhaps suggesting 
what the answers might be. 

_Mr. Chairman; Okay. That might be a better 
approach rather than; Mr. Renwick 


K 


Mr, Renwick: I made a note at 3.45 pm so far as 
_—— ae ) 





I was concerned, the point was made and I personally don't 
feel any need for any other evidence. It seemed to me that 
the gxmgu crucial point was made. Mr. Nastich gave his 
answer to it ag@ I share a sense of trepidation askaxk 
about asking Mr. Nastich to pass judgment upon his colleagues 
in Hydro, which is really what is bothering me about it. 
Mr. Chairman: I am happy to get all the facts 
from him, all the facts we can, but when it asks him to 
decide whether the Commission was right or wrong, I think 
that is an enviable position to put him in. 
Mr. Deans ‘om Amaadiete. - bee e-em 
SAA Ke thinhe ifmatbiatesrm the Con nprecrr dein. teed 
My. beleme . Abik — 
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Mr. Chairman: Well the system, all right. But 
the commission bought this at this point and you are asking 
him to say whether the commission should or should not have 
bought it. 

Mr. Renwick: I am aatisfied that the point has 
been made. Mr. Allan may not be but I feel uw 

Mr, Chairman: Weli, Mr. Shibley, if we have 
persuaded you to pass on ——u I don't want to miss any 
facts because me I agree with you that we are getting good 
clear evidence here, Fust to show how far behind the rest 
of them I am. Ma. Nastich, may I just ask you to review 
briefly for me, because I feel everybody else on the com- 
mittee understands this but myself, theamapauko Says the 
average price for the kind of building you want was $34 
but there was another man who could build that quality, 
the same buildng, because of his expertise and the fact 
that his drove ‘laborers harder or whatever basis you want 
to put, put boned hours in tia himself, for #33 - how did 
your system give that man any credit for that? 

Mr. Nastich: The pro-rating system under that 
basis doesn't give credit for ingenuity. 


Mr. Chairmal’; That was the point I was trying 





to make. Hes made a legitimate saving of $1 per foot and 
you are going to penalize him by charging him interest 
on that $1 per foot. 

Mr. Nastich: es, “fhe assumption I outlined 
was the disparity in bufiding costs was not due to that. 
It was due to a misunderstanding of the specifications. 
As I suggested to you, the proposal system it seems to me 
is an attempt to take into account the ingenuity of indi- 
viduals and if your specs are specific enough, then you 
can measure each of these developers against that spec 
and if I can use the word "pro-rate", you might pro-rate 


) 


up or down and that's the first stage of saying, okay, 
4 
we are close to what the apples are. To me, and I am not 
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an expert in this area, that seems to me to be the way in 
which you would try to compare like things and at the same 
time leaving the opportunity for the developer to be more 


efficient or more innovative or more imaginative. <Zemggero- 
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. Nastich) 


a — , ‘ ; 
——_ + tin &t wary t = — | = 
oy Scale & cowie st: ee ee = es -- — 

= a ——— 


ou two came with different answers and 


-rating says vf 
2 
reason is you didn't understand, Gus had a different 


Jerstanding of what he was to produce.” Presumably under 


blic tendering, theppecifications are detailed enough that 







‘ae 
ere is no possibility @—or there is little possibility — 


1S 
Wanderstanding, You knowyyou are asking for this type of 


airconditioning system and carpets, etc. 


Mr. Chairman: Thank you. Mr. Allan, anything further? 


samniglcnaamseesaaeigsilagane® 
Mr. Deans: Mr. Chairman, eimiiiee- may I ask, isn't 
w the conclusim that if you agree that 
that 





proper, though to a, 
ey didn't understand,ywhich I don't necessarily agree, 


ng 

yu can'tyyour pro-rat Simply on that because you don't know 
nat they didn't understand. In other words, you don't know in 

in error. Therefore 


hat areas of the building development they were 


Bt RO 
could be that there are Semper. small areas where they didn't 
orrect, 


Cc 
derstand,and therefore their substantial costs are wanna and 
v 


might\in the page 7 so to speaks. 
ark bhec~ Hts 
Mr, Nastich: Yes. 


Mr . peans attire misunderstanding took plageang that 
ATT et are 















he building you would have received would have bees substantially 


ou required and that subject to whatever adjustment 


he building thatly 


ou might have made you would tave arrived at the final building 


omplete with all of its gloss and glitter. 


Mr. Nastich: It's utility. Ibhink on page 30 of 
x tells tat hele tt 
"eriteria for selection", 


ity 


that April 10th memo, when it says 
t the mi¢ddle of the page they say, "A measure of the qual 
of the waekgkx building relativeto the rental rate could be 


implistic criteria preference. 
quality of the bulding, we could 


used as as Using cost per 


quare foot as a measure of 


t comparative values of the proposals would be as follows.” 


xpec 
s the wux of what this pro-rating is doing. 


I think that' 
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(Mr. Nastich) 
You are saying that the quality of the building is directly 
related to the cost per square foot. YOu've been saying, and 
Mr. MeBeth's been saying, that maybe that relationship isn't linear. 
Mr. Shibley: I'll pass on to another subject. Would you 
return to page 13 of the April 10 memorandum where I'd like... cus 
Mr. Genest: Mr. Shibley, could I just put a iuestton®., 
Mr. Shibley: Sure. 
Mr. Genest: Which I think may .... 
Mr. Chairman: Mr. Genwst. 
Nr. Genost ties arca of misunderstand that the 
builders misunderstood, @p could I put it to Mr. Nastich 
that another way of looking at it is that Mr. Candy did not 
believe, and that's the assumption the financial people worked 
on, Mr. Candy did not believe that anybody could build to the 
quality required without @ spending $34 per square foot. Would 
the witness agree with that? 


Mr. Nastich: Yes. 





Mr. Shibley: I'm concerned to have you reconfirm, however, 
that everybody's Adee se ene er te ae Candy's and yours and 


the Commissioners was that cost at $34 only contained those three 


rs 
? 
elements. 


Mr. Nastich: Yes, no doubt on that Mr. Shibley. 
Mr. Shibley: Let's go back to page... 


then 
Mr. Wy. Hodgson: Just a moment, ¥-your understanding 








was that all the developers were told that they wanted a building 
of $34 per square foot? 
Mr. Deans: No. 


Mr. Renwick: NO, that is the very problem, 





Mr. Shibley: That's thdproblem, e know that evidence. 
Let's got tormage 13; even I want to get off the topic. I want 
to look at the lease-purchase agreement and it says " everal 
? 


reasons would appear to make this attractive financing. The 
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(Mr. Shibley) 

source of capital would likely be rong igitones ailute our 
conventional capital sources." You've covered that. 

Second," he tax advantagesfavailable to the developer 
could have a net effect, lowering the financing costg to the 
developer. By retaining ownership, the developer takes advantage 
of capital cost allowances that wow normally not be available 
to Hydro.” 


Now would you explain that please? 


Mr. Renwick: Which page is this? 


Mr. Shibley: Page 13, item e,at the bottom of the page. 





Mr. Renwick: Thank you 


Mr. Nastich: I think just to finish iat ak Shibley, becawoe 





my answer would have to fo.... A ¥ 
Mr. Shibley: All right, " the tt hice eit tha agreed 


annual rental rate would depend on the specific circumstances of 





the developer, Ws willingness to negotiate mutual benefits and 
his prospects of tax deferrals.” 
Mr. Nastich: Yess 


Mr. Shibley: NOw what does all that mean? 


Mr. Nastich: What it means is that by retaining 





ownership the developer can take advantage of some tax benefits 
which would enable him to defer his taxes, What he can charge 
some of his depreciation costs against other income. 

Mr. Shibley: So that.—I'm sorry, you go on. 

Mr, Nastich: This meant that you would have, I think, 

a variable situation with your developers because each one would 
have a different tax advantage, but dmgémgs it would be assumed 
that all of them would have tax advantages. 

Mr. Shibley: I might tell you to the extent of the 


i aancentaiamierttteere ose 


three developers other than Canada Square who provided their files, 


the calculations 
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ineluded in those files all were predicated on them taking capital 
cost allowance. We haven't any similar material from Canada Square 
because they did not compute their figures, But this was to be a 
negotiating factor, I take it, in Hydro,s dealing with a abpeflopert 
that the developer would have the benefit of taking capital cost 
allowance. 

Mr. Nastich: Yes, this was in this memo and I recollect 
that Mr. Dean had nexasgeod mentioned it in his memos of October, 
well, in 1971. 

Mr. Shibley:4 Yes, actually Me there was another 
memorandum of his which is Exhibit 79 and because this is a matter 
of some import, I want you to deal with it there again. In Exhibit 
79, on, July_5.. 1972 =, this, incidentally was a memorandum done by 
Mr. Dean in the interim between the two Commission meetings when 
they met on the 29th, met again on the leth and they said they 
wanted some further review done. 

Mr. Nastich: Yes. 

Mr. Shibley: And as part of this material, there is a 
summary of position any appendix which runs to one, two, three, four 
pages, and then it goes on - there is a further appendix, "Validity 
of Cost and Profit Margins", page 2 of that. Would you find it? 

Mr. Nastich: Yes. I'll - 

Mr. Shibley: It's well on into the document, hs a matter 
of fact —. 

Mr. Nastich: I have it, what page? Page two? 

Mre Shibley: Page 2 of the summary. 

Mr. Nastich: It's the fifth page from the end. 

Mr. Shibley: "Validity of Cost and Profit Margins,' fifth 
page from the back of the document, right. 


Mr. Ggnest: What's the exhibit number again? I'm sorry. 
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Mr. Shibley: Exhibit no. - 

a tam 

Ahan momnbor, 79, isn't it? 

Mr. Shibley: 79. 

Mr. Genest: Okay, I got it here. 

Mr. Shibley: And you @ will notice it sets forth, Mr. 
Nastich = 

a) 

Mr. Romie lk: What does it say, Mr. Shibley? 

Mr. Shibley: It starts off profit incentive." The 
document itself is Validity of Cost and Profit UdreAZerrpyr, 
Naess Margins, and on page 2, it is talking about profit 
incentive. This is profit incentive to the eAgprpipesy, developer, 
is that correct? 

Mr. Nastich: Yes. 

MrfShibley: I would like everyone to have this, because 
as I say, I think it's a matter of importance. Now, here Mr. Dean 
is outlining in a memorandum to you on July 6th, and this is the 
material that was relied upon by the Commission, I take it, when 
it met on the 12th, and again in part on the 19th. Is that correct? 
part of the material. 

Mr. Nastich: JI assume so, I don't jem know, I was at 
neither meeting. 


Mr. Shibley: en and I notice, you are talking about 
e developer not 


what the cepwgepy gets. Re Eae 2 "He could/only recover his 


original investment in land on obtaining long-term financing, but 


he may also take an immediate cash profit.,..(b) He obtains a very 


(F 


Significant cash flow, if projected rates are obtained, which includes 


a profit margin. | rofit margin realized on a very maapezpgoey 


minimghy investment which depends on the degree to which he is 


e 
successful in achieving a) above ," Ana so on. And then it says: 

"In any case, it is usually calculated on jg being about 10 per cent 
of the theoretical equity investment (hefined as being the difference 
between long-term financing and building value). This would also be 


abavk 
calculated aikido i per cent allowance.", 


! 
s 
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And thens"c) The capital cost allowance for tax purposes 
is likely to give a substantial margin above the amount being retire 
annually off the igi long-term financing, thus deferring taxes on 
profits for a considerable period." And; fa) Finally, he ends up 
as owner of the building free of debt ,.' 

But uy the capital cost allowance again was presamed as 
part of the assessment by Hydro of the submission by the Gesste¥ap 
developers, that the developers would be looking to that as one 
element in their profit. Is that correct? 

Mr. Nastich: I think, yes, I think, Mr. Shibley, he was 
talking about a standard type of developer here. When he was 
talking validity of e@ costs and profit margins, as you see, he 
was talking about the fact that he would not only recover his 
original investment in land, but could take a profit. So I think 
he was sc teal "Here is the type of advantage that a developer who 

i" He owns the asset. 
owns the land can make. He has got the se carat ob ie is not a 
lease-purchase deal, this is a developer I'm sorry - 

Mr. Shibley: Then the return f'n sorry - relating it 


to Exhibit Meeesdley ke 67 however, these were all 





developer proposals» where the land remainsj owned by Hydro, and 
again it talks at page 13 of the tax advantages to the developer, 
respecting capital cost allowance. 

Mr. Nastich: Yes. 


Mre Shibley: And as I say, SegeBasie I'm sure I'm correct 


on this, the material 4n all three Sete ep 228 8 Bs Seen 
from Canada Square. bite the ones snare Other 5. 
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developers,.we dm didn't get any from Canada Square,.bu t the 
ne ones from the other three all show that they were expecting 
to vars hogpesterbout allowance. 

Mr. Genest: Mr. arn wees may have left unwittingly a 
misleading impression. The profit incentive section of Mr. Dean's 
report, Exhibit ,—~. 

Mr. Shibley: I'm sorry, I am working very quickly. 

Mr. Chairman: 79. 


Mr. Genest: 79. I think that wh&t Mr. Dean is talking 





about there is not this deal; it is the normal deal. It is the 
sort of the lease-~back deal. 
Mr. Shibley: Which is the November one that you were 
talking about, Mr. Nastich? Do you remmmber the date of that? 
Mr. Nastich: October, I think, 1971. October 21, maybe. 
That was the material that I saw when I took the job, and there wie 
wes “Mr. Dean's comments. I think this memo¥, Mr. Shibley, is in 
part an updating of that @ctober memo, I think he refers to that. 
Mr. Shibley: Yes. So ka that we can rely upon the Ayn /o 
Mr. Nastich: October 2ist. oa 
Mr. Shibley: Yes. It is to the same effect. 
So now, basically these proposals, therefore, were being— 
evaluated on the basis that the developer was not to get an 
overhead allowance nor a profit allowance. 


Mr. Nastich:In the cost of the building. 


Mr. Shibliey: In the cost of the building. His benefits 





were to be obtained otherwise. 
Mr. B Nastich: 1) the rental. 

__Min)Shibley: In the rental. And also on capital cost 
allowance. Is that correct? Those were to be the two elements of 
benefit to the developer. 

Mr. Nastich: I think in the analysis that we made, we 


Ee ead 


assumed that he would know his own capital cost allowfidee situation, 
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and that we would be saying, "here is the rental, you have to 
build this building without a profit in it, and whatever you 
want to do on the other side, on the maintenance costs and your 
overheads and your capital cost allowances, that is where your 
ingenuity comes in". 

Mr. Shibley: Right. As you say, it is up to him to get -- 
mas his profit was intended to come out of thepental and capital 
eost allowance. Those were the two headings of benefit to him. 

Ts that correct? 

My. Nastich: To break it down a little further, he could | 
probahly make, or should be able to make a margin on the maintenance, 
pehaps as well, as I sed it. IT look at that table in here, where 
you have the construction cost of the building which is dollars of 
cost, Ga, wk Bh the other side, you have his rental rate whibh is 
made up of the financing cost, the maintenance cost and his 
overheads, eud}fe Se Zotabiisn his rental with those three 
factors taking a look, at I understand it, as at his capital 
cost allowaned situation, if he had one. 

Mr. Allan: I wonder if I could just clear with Mr. 

Nastich just who he means when he says "we". 

Mr. Nastich: At the time I was looking at this report 
on April 10, Mr. Mink, Mr. Dean, Mr. Candy and I all had that 
understanding that we were talking about costs, hen we 7 
said ¥ $34.00 cost, cost of construction, interim financing, desifrn 


fees, 






Mr. Nastich: Yes. 
of oil tae tealimoble + 


Ter of Cog O- 
Mr. R. G. Hodgson: Isn't it tmue that 0 iiss 
ee 


tax position is unique to each company, [it is not necessarily Aud. 
Predtiwt /\ aa oh. DoW RL Xe ALL 
Mr.’ Nastich: It is not only -- I am not an expert on this 
= fy eens 
but it seems to me it is unique to each developer adn it may well 


be affected by the type of deal that we now have. This high credit 
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lease may have some serious impletations fxm from a capital cost 
allowance basis. The advice I have been getting says that there 
is considerable doubt that you could say capital cost allowances 
is available ¢ on this particular type of deal Now, I am not 
an expert. I am taking secondary m@ advice on that, Mr. Shibley. 
Mr. Shibley: I realize that. On the other hand, in 
respect to the transaction with Canada Square, it was necessarily 
predicated on them realizing that kind of a benefit because 
the deal was predicated upon them realizing no overhead and 
no profit, so the only way they were going to benefit was what 
was left, if anything, out of the maintenance costs, of $1.45, 
and the capital cost allowance. 
Mr. Nastich: Well, I dont know that I would make that 
assumption. I think there was another area that Canada Sauare 
saw, and one of the other developers, was the commercial ame area. 


That was another area of vrofit for him, which, as you know, is 


fairly variable,/is very sensitive to changes. 





(Tape H-2529 follows) 


Sept. 13/73 
4:15 - 4:20 pm 
CA 


H-2529-1 











Mr. Shibley: While you raise that as a subject I would like 
to have produced to you your own estimateg. Again, you have prepare 
this document and have asked me to introduce it. 


Mr. Genest: I'm sorry, I'm not trying to delay the hearing. 





Before you the leave the subject of capital costg allowance, I think 
there is certainly a misunderstanding in my mind, and perhaps in 
the minds of the committee, as tojune ther that is a factor that is 
expected to be taken into account by the developer in PURD Bear 
his proposalf, or whether that is to be negotiated after, eeieere 
I think we have different views on that. 

Mr. Shibley: I think, Mr. Genest, I can tell you that each 
of the files of the three developers who made submissions and 
included with their files their celcwlation=, ta 

Mr. Genest: I appz#eciate that. 

Mr. Shik iev ie eeary one of those cases there were 
computations based on capital cost allowance being taken. 

Mr. Genest: I appreciate that. 

Mr. Shibley: Now Canada Square's file didn't contain... yo 
know that ,fen.t you, Mr. Nastich. 

Mr. Nastich: Yes. 

Mr. Shibley: And I can't presume on anything because we 
don't have anything from Canada Square's file in the way of 
computations. But when you Rey, "Were Bpey or were they not, in tu 
ease of the three we know about they were based on capital ne 
amounts being allowed them. 

Mr. Nastich: Yes I agree, and I think Mr. Genest is saying 


a RR 


of 
is thatyis when you include the capital cost allowance. 


Arey ee ae 


Mr. Nastich: ngenuity of the develope 


MAR LLL E 


Mr. Shibley: Right 





in each particular circumstance... 


Mr. Shibley: Exactly. 





Mr. Allan: That's completely his, isn't it? 


—_——————————— nr 


Mr. Genest: That's right. Thatis the point. 


er” 


Mr. Allan: It doesn't affect Hydro. 


re 


Mr. Shibley: No, no. That's right. You have prepared a 


en en? 


given me todav a document called "Estimated Annual Cash Flow” 





j 
J 
' 
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e— 
and it points up @@w the importance, I thinkyof the commercial area, 
so we have asked ena made the next exhibit. 


Mr. Nastich: I can do better on this one because I had 





something to do with it. 

Mr. Chairman: Exhibit No. 236. 

Mr. Shibley: Mr. Nastich, would you pleaege review this with 
me. The assumptions are set out that" costsand floor areas as in 
Agreement unless otherwise indicated. (b) No profit on 
building construction. (2) inst Giien value at least $44.4 million." 

Now m@m just stopping with items (b) and (cl, I gather that 
it is respecting these two items that difficulty emanates from, 
age first of ey pe of information provided as to cost of gjmimtemmes. 
constructien. You are dependent now on Hanscomb Roy. Is that right? 

Mr. Nastich: And the appraisal. 

Mr. Shibley: And secondly the appraisal. The Appriasal 
could Gffect a building construction profit to the develoiK® because 
instead of using the intent or incorporating words which ania 
define cost as per Mr. Candy and Mr. Moog's agreement, when the 
commission approved the deal, the words appraised value have now been 
used. 

Mr. Nastich: Yes. 


Mr. Shibley: And devalie’ “apeeiised valud have been wena. 


there is now available to this developer a contingency of a profit 
onconstruction of the building. Is that correct? 

Mr. Nastich: Yes, and a loss. 

Mr. Shibley: And a loss; yes, I agree it could go either way. 
So that the basic approach to the pro-rating now was lost. 
Immediately they changed the wording from cost to appraised value “ 

Mr. Nastich: Yes. 

Mr. Shob : Yes. And the next thing that happened as a 
result of the change of wording was it permits the ich a a “chee 
the appraisal is being BOER CESS claim for overhead. Right? 
And for profit? And for royalties and all the things that you 


heard talked about when the various witnesses were in the box¢ 


wepvle ae { a 
4:15 - 4:20 pm 
ca 
H-2529-3 
Mr. Finaayson: Overhead is not a profit. 
Llaebd ei tennteeden, Baden t 08 
Mr. Shibley: I beg your pardon? No, no, I didn't say it 
i ALGL “ 
was. 1 said overyand profit. Right. 
Mr. Nastich: Yes. I heard fiscussion about the royalties, 
Mr. Shibley, and I think that is probably a matter of debate. But 
certainly we did agree here that there was a builder's profit which 
would build into the appraisal of the building. 


Mr. Shibley: All right, Mr. Nastich, let's go on with the 





exhibits, so we understand it. 


Mr. Nastich: May I just explain, sir, why on(b) and (c) we a to 


that. It gets very complicated in terms of making @ajmesies 





w= a ee ee 
a EO A a A PN a 


SS Se 


H-2530-1 follows 
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»20-4,25 m 
V.H. : 


(Mr. Nastich) 

a 
any sort ofYprofit assumption in trying to say, how much do 
you think there will be in terms of building profit or loss 
or appraisal loss or profit, because it gives you two alter- 
natives for every case. So we took the simplest one here to 
give us a benchmark. 

Then the next part says, "Cash fiow excluding 
commercial rents > and the first two items "Revenue" and 
"Costs" are straight from the agreement, That is the bulding 
lease says that 1,124,500 square feet times $4.84 per square 
foot will provide a revenue of fees $5,442,500 to Canada 
Square. 

The recessed area allowance is $25,000 which 
gives that total revenue of5 467 million. His costs, 
againg from the agreement, financing costs, were as you 
will note in a different area_ 1,208,p00 square feet times 


7) 
$3.24 per square foot and this $3.24 is the precise calcu- 


_amortizing 
lation for Baanttatmas $45 million at eight per cent over Vnee 
i years. 

The net revenue he has for management, maintenance 
and profit is $1,554,000. Now we come to an estimate At 
this stage, we are making a judgment. No where in the agree- 
ment does $1.45 per square foot appear, Thats the cost 
figure that was given to us in the Canada Square proposal 
and for the purposes of our estimate here, we are saying 
that $1.45 is a SM maintenance cost that has no profit in 
it, and its 1,124,000 feet and you will see a figure of 

$1 MB miiiion. 

$0, 4n total taking the building as without the 
commercial aren there 4s a net loss of $76,435 per year. 
That is assuming that the $1.45 is the cost of maintenance 
and thats the only assumption that's built in there. 

ite icone we try to do is to take the commercial 
area separately to show you how sensitive it is to changes 


in the rental rate. In other words, the commercial area 


source to the Hydro and to Canada Square or it can be a serious 
loss to Canada papers ne the above calculation ,as I 4A3y,ieveres 
the potential revenue which will compensate Canada Square for 
the effective $6.00 per square foot cost of this space. 
Now on the next page, and it is less complex than 

it looks, what I tried to do here a to show you what the 
profit picture looks like, qa RE left, no 
revenue to Canada Square for the ground floor or the mezzanine. 
You wili see it maya epee floor rent and thats 24,0008 
square feet there, ass fhe mezzanine concourse is 59,500 square 
feet which makes up the 83,000 for commercial. We assumed in 
e@lumn one that there was zero rent for the ground floor, zero 
rent for the concourse, axa the next ere a oar 
for the ait Pats floor, still nothing for_the mezzanine and 

#3 fo and He, Sie tad AS 





H-2530-2 Sep 13, 1973 
20 25 pm 
V.H. 
(Mr. Nastich) 
@ as has been explained to you,can either be a very profitable 
and finally 
raising to a figure of $15 perp’ foot for the ground 
eSOR, BG $8 for the mezzanine and sougourse, and as we note, | 
we share in that profit. So what we are trying to do is give ' 
you a range of profit figures under these assumptions. So | 
we show See the commercial revenue when you have zero rent? 
you get no rent at ali, no dollars {i44,000, which is simply 
multiplying the square feet by that rental figure, working up 
to the highest figure with these assumption\4776, 500 of 
revenue, Then we show the maintenance costs here for that 
area as $1.45 and as you recollect, there is a ground fioor 
payment of $40,000 on top of that. 

Mr, Allan: Isn't that half of 40 or RS, whi.ghevar 


is the lesser? 


Mr, Nastich: No, I think it is pro-rated to the 





amount of area that is rented. In other words, if we rent 
q. 

half the area, we gety20,000 and we made the assumption 

that the whole area is rented at this rental figure. So 


its a fiat io, 000. So the total there comes from zero up to 


em 


eo 


| 
| 
) 
| 





H-2530-3 Sep 13, 1973 
.20- »25 pm 
Viele 
(Mr, Nastich) 
$161,000 per year, eee net commercial revenue ‘aasan§ is as 
¥ 
you see from——I will use the lowest of $6 —Y¥69, 000 to 
{| 615,000,which is the high level,And then the total building 
cash flow, starting off with 


H-2531 follows 


H-2531-1 Sept. 13/73 
4.25 to 4.30 pm 


(Mr. Nastich) 





peers that $76,000 deficit, you can see as you move UP 5 
you work from a @px profit of, say, $7,000 with a certain ventas, Up 
$538,990, or in cents per square foot, flue uaesne from a loss of 
six cents to a profit of 47 cents a square foot. 

Now, in all these calculations, you have to make 
assumptions which aren't realistic. For example, it is likely that 
in the early stages the rental rates will be Neder Cres will go 
up in the latter Stages, aa e have assumed that as of day one\-and 
wee I think even Mr. Cartwright has that problem with his computer 

her doco 4s iC — 

programme 5 spread rough the 30-year period; fo he has to 
assume a flat figure and the risk here in actual fact is that if you 
don't rent it in the early eerea ae ec in waeas deficit 

éagee which you have to recover in the later years and the present value 
of that is very, very heavy, i that the risks of not renting early in 
your period are more expensive to you than the risks of not renting it 
a long time in the sholgrsate from Hydro's point of view it means -- 


Mr. R. G. Hodgson: It means you have got a good tax 





position. 

Mr. Shibley: Well, the other thing is, the bank space 
is already ce un to aerate not? 

Mr. Nastich: I don't know that, Mr. Shibley. I don't@® 
know that all of it would be taken up. I think the ® Bank of Montrea 
is indicating an interest. Now, whether they would take all of 
the 24,000 square feet, I would doubt that. 

Mr. Shibley: I don't think they would but that's right 
They were going to take up some portion of the bank. 


Mr. Genest: Their former area was 4,500 square feet. 





MR. Shibley: Yes, so that's a beginning on commercial 





revenue, go what you are indicating here of wipyer agi e that subjec 
to the fluctuation in revenues from Megs mapiled padi tsd rp could 
result from (a) the vacancy rate and (b) the rental rate, the range 

of @@™ cash flow can be from a deficit all the way up to Rake half a 


million a year. 


H-2531-2 Sept. 13.73 
ake to 4.30 pm 


| Mr. Nastich: Yes, and it could be even higher than 
| hat, you know , as time goes on. I think 30 years from now it, it 


could be even higher, but I was really trying to put in perspective 


here - 
b Mr. Shibley: I understand. 
' Mr. Nastich: And, for example, a guess that you might 


say is reasonable is $6 and $6 which comes to 22 cents a square foot 
and without getting into detail, I think Mr. Cartwright tends to have 
somewhat the same range of sdeumptions ‘exits area. 


Mr. Shibley: Yes, I don't think the figures vary. 








Mr, Nastich: Now, this is pre-tax. We have assumed 


If 4hare Lb, 
eee because of the complications no tax is involved here. 


that changes the situation. We are working pre-tax here. 















Mr. Shibley: Do you want to fo to the next page? 





Mr. Nastich: Yes, the next pare is an attempt to 
segeetss. make a clarification of this $4.84 and $4.92 that we have been 
banging around here, The original proposal by Canada Square was that 
the rent will be $4.92 for 1,208,000 square feet for which they would 
receive wane; Sra they would pay Ontario Hydro $6 for 83,500 square feet 
of commercial aearit says here: "In the agreement we wanted to 
void ‘gag unnecessary payments and credits, so we tried to get a net 
-_ “ty we gta pets look at it that we will pay §1,208,000 
times iedwnt eh is that many million dollars, $5.9 million,and we will 
get back 83,500 times $6 which is $501.000.,  xibmme Subtract that and 
fou end up with Siopbidiy 1,124,000 square Sgee feet and $5.4 million. 
Divide one in the other and you get $4.84 Ana that is what appears in 
the agreement .f There's no $4.92 in the agreement at all. It is 

$n. 84 and 1,124,800 square sah that takes in the payment of $6 per 
square foot for the commercial area. 

Mr. Allan: But @ it also, so far as payments are 
concerned, Hydro instead of paying some of their money to Canada Square, 
Ou are paying it to the city of Toronto in taxes? 

Mr. Nastich: Oh, yes. 


Mr. Allan: You assume the taxes on all that $6 





a? 


Mr. Nastich: Oh, yes. 





H-2531~3 Sept. 13/73 
4.25 to 4.30 pm 
DT 


Mr. Shibley: And the power too, 


Mr. Nastich; Yes. 
Mr. Allan: And the power? 
Mr. Nastich: Yes. 


Mr. Allan: So that in reality you get practically 
no premium except the possibility of a split in the rents above 
$6. 

Mr. Nastich: Yes, he's paying us $6 which is the 
cost of financing, maintenance and taxes. 

Mr, Shibley: Have you covered that _siaanaamemedeteae 


document to your satisfaction? 






Mr. Nastich: Yes. 
My, KR. G. Hodgson: There seems to be some ae ck 
LT well 4-~“ Could Sef A ves Gator, 
tiimmewmmee Jisarreement on the background. 





disagreement \iietinlsastsinesmettemsdtie 


fd 2904 owe it would be 
Mr. Genest: I don't think WwasaaEhe cp ouee in the 
commercial area, co acmobedg ec eot 


Mr. Shibley: All right, power except for the 





commercial area. 


ii (H-2532 to follow) 











H 2532-1 Sept. 13/73 
4:30-4:35 pm 
C.B. 


Mr. Chairman: Hydro ~ is not supposed to give away 


hydro power as I understand it. fiwur byba Pe Lad. 


Mr. Sieh. Hodgson: Taxes, ali the developers agreed 
to pay the taxes. 
Mr. Shibley: NY, no Hydro pays the taxes. 
Mr. Rig. joarson:|fiiéro dra. te naxes Wi%ia the 
developers,._—¥ 
Mr. Shibley: Now there is one element that isn't in 
your documentation Mr. Nastich. It was in a work-up document 
that I don't want to introduce. Mr. Genest mistakenly gave me 
Nn Soe enanes and I've agreed not to tender them as an 
‘lxhibit. I didn't agree but I'm not going to tender them. But 


there is one figure in one of them that I'm interested in. It 





is the May 3rd, 1973 material, and “~here was a computation made 


of interim finanancing costs of $4 million on this project, just 

when you yourselves were estimaténg costs to the developer. Is 

that correct? It's the very lastpage of that material that.» 
Mr, Nastich: I don't have that. 


Mr. Shibley: It may be a separate document. 


Mr Censas Asmaaaier : Who gave it to you? 


H 2532 - 2 Setp. 13/73 
4:30-4:35 pm 


C.B. 


Mr. Shibley: Anyway Nj- never mind. It was a 
computation and an estimate only of interim financing costs. 
I've referenced this once before which is why I was anxious, 
it 4s $20 million at 10 per cent per annum, average over 2 years 
$4 million. Does that ring a bell with you? 

Mr. Nastich: I remember the figure, but Mr. Genest 
told me you were going to ask about this, but he didn't give 
me the. 

Mr. Shibley: Mr. Genest will be relieved to know that 
I've now decided I'm not going to ask you anything but the one 
question I've just asked you. 

Mr. Genest: That saves a great fight. That's the 
eh Gr... Vernon would have heard, — 

Mr, Nastich: I can't answer that MW.Shibley until 
I see it. 


Mr. Shibley: I'm not going to pursue it. I just 





tried to get a figure. 

Mr. Renwick: Mr. Qhairman, couldn't we have a recess 
for a few minutes. 

Mr. Chairman: Well I was wondering how close you are 
to finishing with Mr. Nastich. 

Mr. Shibley: Oh I think we'll need a recess. 


Mr, Chairman: Now is a good time to take it. 
The committee recessed briefly at 4:32 o'clock, p.m. 


H 2533 to follow 


September 13th, 1973 
4.50 - 4.55 pm 
2533 - 1 AA 


THE COMMITTEE RESUMED AT 4:50 O'clock, pm. 


Mr. Shibley: Mr. Nastich, I Wnt to take you to 
exhibit 102, which is dated November 6th. This is a 
memo of a commission meeting. 
: Mr. Nastich: Yes. This is a general marigers' 
committee meeting. 

, & Mr. Shibley: I am sorry. Thank you. First, I note 
the date, November 6th, 1972, and this is at a point of time 
when, if the contract is not already concluded, it's in the 
process of being concluded, in the formal sense of exenution wk 
delivery of all the documents. 

Mr. Nastich: November lst, is really, as far as T 
am concerned, was when the final commission decision was made. 

Mr. Shibley: In that connection, I might tell you, 
what's bothering me about that date, I think I have now 
discovered it, it's 117, an exhibit - yes, 117, November 27th, 
1972. It is a memorandum to to Miss West and in pararranh 
two it says, “As you are aware, there exists an understanding 
between Ontario Hydro and Canada Square to the effect that if 
the appraised value of the building is below thi, 4 million, then 
there will be a reduction in the rental payable under the 
building lease.K I have been informed that there is now 
being prepared a letter of understanding between Ontario 
Hydro and Canada Square to cover this possibility.” 

That's what is causing me some doubt as to the 
time of completion of the execution and delivery of all of 
$he documentation and particularly, this one, which, even 
thourh in a separate-letter smreement, IT consider to he one 
of the most corent terms of the overall arreement as between 
Canada Square and Hydro. Now, in light of that memorandum, 
T am still left in some doubt in my mind, frankly, not- 
withstandine the Easson affidavit, etc., and T am not imnuting 
anything in this , .+. 


Mr. Nastich: Yes. 








September 13th, 1973 
4.50 - 4.55 pm 
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(Mr. Shibley) 
Mr. Shibley: j»~ +. as I have indicated, but I 
am concerned that a memorandum of November 27th is one 


ie an 


gs, ‘There is now being prenared a letter 






of understanding between Ontario Hydro and Canada Square to 
cover" that term. So, leaving that, as backeround material, 
I take you also to exhibit 102. Now, there appears to be 
an important time, and I would like. 

MK. Nastich: “imaticgeisreriirecse: . Ihave 102. Thank you. 

Mr. Shibley: Thank you. And in this memorandum 
you say or somebody says, "Mr. Nastich in particular, as well 
as other members of the Committee, stressed the importance of 
reviewing the agreement with the Corporation in its entirety. 
Mr. Sissons agreed that this was essential, and stressed that 
each detail in the negotiations of sundry connipites with the 
Corporation should be appropriately and Rupetaeat se documented. 
In this regard, the Commission is largely dependent on the 
competence and authority of Mr. Candy as Architect, and Mr. 

J. F. McCallum as legal consultant.” 

Now, Mr. Nastich, what is of concern to me, and I 
am going to put it right out on the table for you, on October 
30th, Ames were advised that there was not to be a provincial 
rumrantee. On October 31, it appears from Ames file also, that 
Mr. Moos was considering alternative financing then eywrene 
Prudential, with which he had presumed he would be getting 
his funding since October 4. 

Nowg we find that within Hydro, you annear to be in, 
you and ORUaAE ShARAy to be thinking in terms of the importance 
of reviewing the agreement with the corporation in its entirety. 
And I am just wonder, had you reached a point within the 
Commission where there was any prospect that the deal with 
Mr. Moore was soine to fold, collapse and that because of this 
change of circumstance, in terms of a provincial ruarantee, 


raising questions with financing, that the matter of an 
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(Mr. Shibley) 
question 
agreement with Mr. Moog was still an open/and that vou felt, 
as late as then, that the apreement, in its entirety, should 
be reviewed. 
Mr. Nastich: May I give some prospectus to that. 
Mr. Shibley? 
MK. Shibley: YR. 
Mr. Nastich: During the summer of 1972, I was out 
of the country. 


Mr. Chairman: Mr. Renwick, Mr. Nastich wants you 


to hear this. 





ZEB. 





2534 - 1 follows 
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4 ,55-5.00 pm 
| 


V.H. 





a “Min ( Ss 
Mr. Shbley: Rees kind of important —— 


Mr. Nastich: Its a beautiful exposition, Mr. Deans. 


POBR BE 
Mr. Renwick: I am sorry. We have a small police 


problem hive — ) 
tlw. Dead: We bave_a sina petrea eroblen tals all 


Ge ahead. | Nastich: During the summer of 1972 I was out | 
. 
| 


of the country a lot on my borrowing programmes and I missed 
several commission meetings. In particular, Mr. Shibley, I 
was not at the October 25 commission meeting at which time 
the negotiations were being finalized. . 
On November 1, I was at the commission meeting | 
and that was the first opportunity that 1 had had to hear 


the results of the negotiations and I agreed with what I 


. 


heard from Mr. McCallum and the decisions that were made. 

The following Monday, at the commission meeting, 
at the general managers’ committee meeting, I was concerned 
that my people who would have to administer this agreement, 
had not looked at it, had not had an opportunity to look at 
it and you can see from my style, I like to have reports 
put together comprehensively so that you can see what you 
have to do. What I was saying here was, I want that agree- 
ment which in my view had been approved by the commission 
on November a reviewed from a financial point view so that 
I could know, and my people couid know, what it is we have 
to do. 


Following this meeting, I instructed Mr. Peter 


= 7 = SE. * Ghee Yi Cah <a Sie eh oeee,. 16 6 an. SoC ae Bees 


Lamb to prepare a memo which reviewed the financial impli- 
cations of the agreement and that is the document that 
appears af December 6, which is ‘@ financial assessment. | 
Mr. Shibley: I think it is December.4, 
Mr. Nastich: December 4? Yes. And that's the 


history of that. 





H- 25 SY- a H-2534-2. 5 
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4.55-5.00 pm 


Mr. Shibley: So that when you use the words that 
stressed ~ or somebody used the words - s&eeet stresathe 
importance of reviewing the agreement with the corporation 
in its entirety as late as November 6, you were not then 
talking about a review in advance of concluding an agree- 
ment? 

Mr. Nastich: No. 

Mr. Shibley: You see, my confusion emanates from 
the fact that it looked to me, from reading the thing to 
Miss West of November 27, that all documentation had not 


that 
yet been concluded and,as late as November 6, smd you 


A 
were still in the throes of reviewing details of the documentation. 
You see, aks goes on: "Mr Sissons agreed and stressed that 
wilh 


each detail in; Negotiations of sundry compromises the corpora- 
tion should be appropriately and completely documented". 
This is after the fact of the agreement though? 

Mr, Nastich; Yes, very much so. 

Mr. Shibley: Okay. Mr. Genest, I am trusting that 
you will ga# have regard for that November 27 memo in establishing 
your chronology if you will. I want to cancel out the idea 
I had in my mind I must Say that at that time the question 
was reopened as to whether you were going to deal with 
Canada Square at all or not. But that wasn't the problem? 

Mr. Nastich: No sir. As a matter of fact, Mr. 
Shibley, reading that as you did without the background, 
you would come the conciusion you did. 

Mr. Shibley: Yes. All right. Having cancelled that 
out for me Ses you then tell this committee what was taking 
place in early November that caused that type of memorandum | 
as well as the memorandum of November 8 which is a memo of 
a commission BOSESRE WHerern it says: [Conversation dealing 
with building the question was raised by Mr. Nastich as to 
the valid reasons that could be listed which influenced the 


commission in adopting this method of obtaining a new head ofFicg” 


H-25 34-3 Sep 13, 1973 

4.55-5.00 pm 
Le. 

(Mr. Shibley) 

building. Mr. Nastich outlined various points which yea 

would require strong rebuttal and a firm statement on the 

advantages obtained by dealing with Canada Square for & 

negotiated contract rather than the commission undertaking 

the project itself or involving tenders from competent 

contractors." 

Now can you tell mé, Mr. Genest, I am taking it 
that I am covering a topic that I want to cover as well as 
yourself, aaah sh. XE 

Mr. Genest: Sure. 

Mr. Shibley: Can you tell me import of those 
two memoranda of yours? 

Mr. Nastich: Yes. As I said, the November 1 
was the date at which the commission approved the contract 
with Canada Square. I had been absent the previous week and 
there was an immense amount of documentation as you can see, 
so at the general managers’ meeting of Monday, Mr. Sissons 
was giving some information to other members of the general 
meme managers’ committee who had been involved this - the 
parketing manager and the chief engineer and the personnel 


man. At that point, I stressed the need to have some financial 


review made of this because I was going to have 
} 


H-2535 follows 
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Gabe 
(Mr. Nastich) 
ot co enes-? a ee ee Tee a a Tae es - 


to live with this agreement and that led to Mr. Lamb doing the 
work. 

5 4 hime hil MURORO Se aBe that was the weekend ——just 
prior to that there was a Globe and Mail editorial on the high 
costiw it didn't relate directly to the building, but I think 
it was something to do with Hydro. 

Mr. Shibley: November @&e 6th.there was a press item. 


Seeeedeana ot ? 


Mr. Renwick: NO, there was an editorial. 





Mr. Nastich: An editorial I think it was. 





Mr. Renwick: The first two paragraphs referred to the 
building, but then it went on to deal with a number of other 


aspects. 


Mr. Nastich: Yes, yes. ee the Commission meeting 





on November 8th, frequently there is a point early in the meeting 
in which before the agenda starts, there is talk about general 
matters of interest, and my recollection is that I did not bring 
that subject up. Reading that carefully it says - 

"In conversation dealing with building", and that's 
right ;there was conversation on it, I don't knowpho brought it 
up. I again believe in documentation, I believe in trying to 
get thinps down on paper because it forces you to be clear, that 
we should list the reasonsfwhich influenced the Commission in 

J adopting this method of obtaining a new Head Office building. 


I, as I say, outlined some of the points heregnd it 


was at thatpoint that Mr. dm GAthercole said ,"that's a good 






idea I think we should do that." After that meeting I instructed 
Mr. Lamb again to see if he could put something together for 


the financial people and give it to Mr. Capers he did do. 





Now I understand from Mr. Lamb, he gave it to Ken Candy 
© was at the same time preparing something, some sort of a 


submission, as I understand from the evidence, for other reasons. 





H 2535 e008 Sept. 13/72 


5 - 5:05 pm 
C.B. 


(Mr. Nastich) 
I did not know that at the time, and I had no further involvement. 

Mr. Shibley: Just going to exhibit 106, November 8th, 

Mr. Nastich, referabie to the same meeting. It is an ehlargement 
of phat eweedde 

Mr. Nastich: Yes. 

Mr. Shibley: It includes the comments? "It was recognized 
that the same results might have been obtained by these methods,,for the 
present manner of proceeding with the head office puifing does not 
ruarantee thatht would be necessarily cheaper or that thebommission 
would obtain a better building. It was agreed that with these 
questions in mind, answers would likely be required from time to 
time. In any event, it would be advisable for those sections" 
a@®@ and so on "concerned to prepare a detailed statement on why 
the Commission has proceeded in this manner for the head office 
building." 

Now I'm particularly interested in knowing two things, 
really; ei, dit your comments on the observation here» that 
this method would not necessarily guarantee it would be cheaper, | 
or thet the Commission would obtain a better building. 


Mr. Nastich: My recollection on that is unfortunately 








vague and I'll have to use what I Stegheacinaae xix heard one of 
the lawyers here talk about, collateral circumstances. I don't 
really know what it means but it sounds appropriate. 

Mr. Shibley: Why not? 


2 Ht 


Mr. Nastich: But in the July 6th memo of Mr. Dean, he 





had tried to answer a question which I had been concernedg@ about 
which was the economics between constructing yur own building 
and self-financing it, versus a lease-purchase, and in that 
memorandum he had given, I would think, fairly general answers. 


hate 
But essentially it wasyeirst “See your lease-purchase in any 
~~ 


one deal costs you about 1/2 per cent more, as I said earlier. 
as 
Soe Fou sas otahad financing is a little more expensive. 
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(Mr. Nastich) 
Then you have to make an estimate on your maintenance. Is the 
maintenance done by ourselves going to be more economical Ses 
Weyfet it done outsidey, and his Judgement, aime with which I 
Bandi; was that the aarittend lies would tend to cost youg more 
inside Hydro than it would by an outside firmg for various 
reasons , ‘Ke main one being that our wage rates are some 
20 per cent higher than the outside industry. 

That left you with the building itself. Could 
you get a building cheaper jee by public tender than you could 
by the developer route? Mr. Dean had simply x mgmbx said you 
could assume perhaps a $4-a-square-foot cheaper buklding by 
public tendering. So the net result was that 2ipeseomteet—— 
you would say it was more -@@amx economical to build and seif- 
finance the Dirdducivageeeaameinoe OWT 

Oren vgs tert pts —-hre erate cee his was 


be on sa a oe es ae ee 
CO] a eval =; 


> 
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(Mr. Nastich) 





building on your own. Overweirhing that was the delay factor. 








This was the fact that in public tendering it would take you some 
18 months longer to get to the building which was costénge, for 
eight months, about $2.5 million, a that while you could say, — 
you would think on a broad basis you could do better by public 
tendering, making: a very broad assumption that public tendering 
its@if would give you a # cheaper building adn) I have heard 

many things recently which would incidate that is not always the 
case, overweighing that was the delay factor, Ana IT think that 
was what I # was referring to, that in any presentation we made 


we should emphasize the fact that there was a $300,000 a month 





delay cost, which meant that we could weemeex eet out building soone 
b pees Sab ia nt t 
y SADEPEEERE » an at f really is the senesis of that. I do not 
recall saying it would obtain a better building and right now, I 
don't know what substantiation I would have for saying that. 

Mr. Genest: This is not Mr. Nastich's memo... tals Un. 
Easton ‘Mr. Shibley: T know, it is a memo of the commission meeti 

Mr. Genest: aoe that he dictates to himself and puts 
away in a drawer. 

Mr. Shibley: Mr. Easson does that? 

Mr. Genest: Thats right. 


Mr. Renwick: I understand that, Mr. Chairman, but 


ee, 





ANC ae 





oma 


Exhibits 105 and 1064 exhibit 105 is the direct extraction from 
106, and presumabiy 106 has the validity of being an accurate 
account of what took place. 

Mr. Nastich: We did not see these minutes, Mr. Renwick. 
They were a memorandum to file which were kept by the secretary 
and, I pu@ss just like any minutes, it depends on the people who 
have said it having a chance to review it soon after. The first 
time I knew this existed and saw it was when Mr, Shibley received 
it as part of the package of data from Ontario Hydro. 


Mr’. Genest: Thats the point I want to make, Mr. Rgnwick. 


H-25 36-2 Sept .13/73 
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BA. 
(Mr. Genest) 
tscvda 
A lot of these memoranda are Mr. Easson's own/andg they have 
not bean shown iike an ordinary minute would at the next meeting 
so that someone would say, "I didn't say that, that's inaccurate". 
Mr .Renwick: I can understand that. My only point was 
what 
that Exhibit 105 which has some m moreformal validit 
>, sean ef y, is an 
extraction of the centre part of Exhibit 106. 
Mr. Nastich: They are both memorandum to file, Mr. Renwick. 
oma oF Huse , 
Both wer were, these are not minutes, ae ele and 106,were not 
seen by the rest. 
Mr. Genest: Neither of them are minutes. 


Mr. Nastich: I think you recollect there was a long 





discussion on this early in the hearing as to what was the 
diffegrence between a memorandum to file ag short formssos 

Mr. Renwick: Yes, maybe it is because I never 

ce at ho tune {ow 

did quite understand bs &s to why!e would have +x two 
memorandapgfor file, one was part of a quotation, and gmHe 
a number seven assigned to ie merece . 

We. Const: (LL teh yor atvdc. 

Mr. Shibley: Mr. Nastich, did you have any communcation 
with Mr. Fleck in the early part of EES 

Mr. Nastich: I had never met Mr. Fleck until this 
hearing. 


Nox 
Mr, Shibley& had any communication with him? 


Mr. Nastich: : wee ona, ,. or SR ace 
Mr. Shibley: Did you have any communication with anyone 
in government, in Neer er or December? ¢ het 's take them one at a 
time —- in November, oT pe 
Mr. Nastich: No. 
Mr. Shibley: Nor in December? 
Mr. Nastich: No. 
Mr. Shibley: So that so far as any information provided 
to government from Hydro, is concerned, it is no part of your function? 


Mr. Nastich: Yes, I never had anything to do with the 





movernment on this subject at any time. 





H-2536-3 Sept .19/73. 
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Mr. Shibiey: On October 23, and it seeme to have 
been a vital day because of the fact that the documents were 
being reviewed in depth, and also that was the day on which 
Bradshaw was surprised to find the ruarantee of the province 
was not to be forthcoming. Were you part of any of that 
discussion? 

Mr. Nastich: What date was that? 

Mr. Shibley: October 23. 

Wr. Nastich: The commission meeting was October 26, I 
thought. 

Mr. Shibley: It was, but you weren't at the earlier meetin 
with counsel, Mr. McCallum. You didn't attend any of them’ 

Mr. Nastich: No. 

Mr. Shibley: With respect to the variation in the 
wording as to the costing of the building from g definition as 
per the Candy-Moor agreement of pre-July 18, at least, and the 
use of the words "appraised value” were you consulted respecting 
that change? 

Mr. Nastich: No. 

qr. Shibley; When did you first become aware of the | { 
fact that that wording was changed? . 

Mr. Nastich: November lst. . 

Mr. Shibley: So it was an accomplished fact, so to | 
speak, or was that at the commission meeting? 

Mr. Nastich: It was &t the commission meeting. | 

Mr. Shibley: Now, at that meeting, what took place in } 
respect of thet term’ le know what others have said, but having | 
regard for your own recognition of the importance of the elements 
that entered into costing, bearing in mind the whole prorating prod 
was predicated on costs being construction costs, design fees and | 
interim financing, no overhead, no profit , no royalties, no 
nothing else. Having regard for that being the basis of the 
prorating process, having regard for the advice that Mr. McCallum 
was giving as to the difficulties gpatmishbt ‘ 

(Tape H-2537 follows) 
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(Mr, Shibley) 





that might emanate from that wording being unclear, and the elements 


that might now enter into the computation of appraisal, of an 
appraised value of the building. WAs @ebhmast anything said by 
anyone on the financial Bide [se to speak, or anyone having to do 
with the evaluation of the @ four proposals, so to speak, to the 
effect: "Now wait a minute, if you are going to use that kind of 
\eogate Wording and that type of method of establishigne value, as 
opposed to what had been the agreement between — and Candy, we ye 


got to start from square one,so to speak". 


sa 
Mr. Nastich: My recollection of the meeting is that it 

we was the second of two meetings on this very same subject. Mr. 

MeCallum and Mr. Candy came, and the most important item discussed 

at that session the first ond Was the $40 ,000y for the commercial 

area. This was the result of an instruction by the Commission at 


the October 26th meeting that they should go back and negotiate 


something better. And there was, I think, a fairly lengthy 





discussion on what you could do, and exer ->finally the 
Commission agreed that they would go with that. Then, in conclusion, 
there wasn't a discussion on the appraised value. Mr. McCAllum 
stood up and reiterated, or summarized some of the points, and he 
made this, \wkis he said here and Mr. Gathercole ay He EEA, "ke 
started here and this is the best we could do. You have a choice 

of what you want to do at this stage. Mr. Candy is saying you need 
a $34 y-a=square-foot building, that's sort of the corner-stone," 
and Mr. Candy reinforced that, Ana he said, "ith that as a proviso, 
and the fact that you can get quantity surveyors who can keep an eye 
on this for you, Wee can get to that $34 ,~a-square -foot level, 
you have something that's workable." That was my understanding 


of it; that you have to assume that that $34 a square foct was 


what you needed. 







September 13, 19 
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Mr. Shibley: Well, Mr. Nastich, though, sammb you're not 





answering the question I am putting to you. I think we established 
through you earlier that this was very basige to the pro-rating 
method of comparing the proposals, that cost would include only 
those three items. Now, the various people who were responsible 
for making that comparison on that basis were at that meeting. 

Mr. Candy was there, is that correct? 

My. Nastich: Yes. 

Mr. Shibley: And was Mr. Mink there? 

Mr, Nastich: No, Mink had left, aapesmis.. 
Mr. Shibley: All right; you were there. 


Mr. Nastich: Yes. that 


Mr. Shibley: And you recognized eb 2 a premise upon 


which they had pro-rated? 








1 
Me. Nastich: I guess I should say I should have 2eea 





recognized. If you will remember, the pro-rating had been done 

; 

some three months earlier. I had been in and out of this situation, 
IL Tg, 

I did not, to answer your question -dieeensbesss directly, no sir, I 


did not express any concern about that «tab LAM, 
And 


Mr. Shibley: pnéither did Mr. Candy. 


Mr. Nastich: Not that I recollect, no. 





Mr. Shibley: Did anyone? 


Mr. Nastich: No. 





Mr. Shibley: The fact of the matter is that “ae one of 





f 


the fog foundation stones for the pro-rating process was pulled 
out from under this agreement by this change of wording, and nebde_ 
nobody recognized that that had taken place. Isn't that so? 

Mr. Nastich: Mr. Shibley, I think.wz.tI have to speak for 





myself on this. 
Mr. Shibley: Yes. : 


Mr. Nastich: It did not come to my mind as something I 





it 
should comment on. In the discussion tees looked like the 
Commission did make a decision to go this other way. This was the 


alternative. 


Setp 

September 13, 1973 
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Mr. Shibley: No, no, I'm not directZing my mind now to 
nN 





the consequences of using different wording in terms of the profit 
element to Mr. Moog and the difficulties of costing, etc. I am now 
directing your mind to the selection of the developer; and earlier 
in your examination, you agreed with me g that very basic to the 
pro-rating process that had been employed to select Canada Square, 
was that when you talked of a cost of $34 y, that only included actual 
construction costs, interim financing, and # design fees, nothing 
else. And now, at the last minute, so to speak, just as the pen 
is poised to sign the document, Mr. Moog is insisting ,and continues 
to insist, that the wording be changed to "appraised value", which 
term @i#@st could be employed to Pree se addition to those three items, 
—~ 


I am entitled to claim for overhgead, profit -’ maybe “@ royalties, and 


God knows what else, and even perhaps take some —. 


Mr. Finlayson: Mr . Chairman , I think that's a most unfair 


Ste te fi, 





(Tape H-2538 follows) 
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Mr, Bulibrook: But 7 realty, dod is the only one 
that does know! 

I am not being Facetious, because we don't know 
what constitutes appraised value. Mr. Moog hasn't been 
able to @ tell us and nobody else has. 

Mr. Shibley: But I am very concerned -- I will 
put it another way. 


Mr. Finlayson: It seems to me @iet your question 





con (Gute you concerned about the fact that it now appears 
that your method of pro-rating didn't have any validity? 
Now that's really the question. I don't think we have to 
have all the drum beats and the roll ups in order to ask 
that question. 

Mr, Chairman: That is what happens when you take 
the name of the Lord in vain? I think if we had left the 
Lord's name out of it, we might not be in this problem. 
Maybe you can put it another way. 


Mr. Bullbrook: We had St. Paul this morning. 





Mr. Shibley: Would you like to make an answer, 
Mr. Deane oe I noticed you conferring with your counsel 
sO r) ye rea mtn I don't even have to ask the question. 

Mr. Nastich: I asked if there was a fifth 
amendment ti Canada? 

I just have to answer that I did not question it. 

Mr. Shibley: I realize you didn't question it 
but what is bothering me at the moment, Mr. Nastich, is 
this. You didn't question it, Mr. Candy didn't question it, 
sO are we as a committee to take it that no-one at that 
meeting recognized the consequences of that change in 
wording and that basic concept in the evaluation of the 
mpeg eta ee what had gone on earlier as a pro-rating process 
for the selection of Canada Square as the developerg? Nobody 


recognizeg’the impact? 
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Mr. Nastich: I don't know that. It may be that 





this came up at the October 25 meeting. This was; 2 under- 
stand ,where a large part of the discussion was on that. I 
can answer for myself on November 1 pute Yo ja Ad.'t btens it se fd 


Mr. Shibley: I would like you to inform your- 





call 
self so we don't have to “mek” anyone else. Can you just 
right now inform yourself and Mr. MCallum? Was it ever 


ri 


brought to the commission's attention‘ 

Mr. McCallum: WE are just trying to find the 
letter -~ if we can find exhibit 96, we can answer you in 
& moment. 

ee ee ee I can help you. On page 18 

of exhibit 96, at the bottom, you will see that reference 
is being made in our letter to the Somisaion, i¢ is the 
big ones I think it was dated October ... 

Mr. ghible W, Twenty-fiftn? 


Mr. McCallum: October 25, and I just forget at the 





moment the date upon which that gecame before the commissions— 
you will remember it, tian oetobely- Now at that time, sir, 
there was placed in front of the commission the formula ,if 

you ¥iit phat you are considering now with Mr. Nastich and 

the words "appraised value". It was discussed in full at 

that meeting and at that meeting, as I recall, was the 

time the commission decided to accept that and to proceed 

on the assumption that they wouid assure themselves oF Y¥34~- 
a-foot building. It was referred to but not in the sense of 
re-thinking it BeArH, Bs I recall on Cage, ~AJoven. ba if 


Mr. Shibley: Mr. MeCalium, you are not answering 





the question either. 


Mr. McCallum: I am not too sure that any question 





CMa 
has been addressed to me yet but Tyjust trying to give you 
some information that I thought you feadeax wanted. Perhaps 
A 
I should snot until you ask me \‘gae~“question. 
H.2539 foliows 


H-2539-1 Sept. 13/73 
5.20 to 5.25 pm 


(Mr. McCallum) 





Mr. Shibley: What I really want to know is weak whether 
at either of the meetings anyone including yourself said to the 
commissioners: "If we accept the phrase ‘appraised value' such as 
to permit the inclusion of other elements of cost than the basic three, 
then the whole premise of comparison on a pro-rated basis of these 
four submissions is not valid." 

Mr. McCallum: No, sir. So far as I'm aware, that 
wording nor anything to that effect did not take place. My memory 
is, however, that the decision to proceed, if you will, without having 
to rely on that formula cut off any further discussion of the 
shortcomings in the formula. tefian't take more than the first 
shortcoming in the formula to be pointed out to them to make them 
realize that this wasn't what they had first felt was needed. It was 
right away at that point that the commission, after a very short 
gs discussion said - well, we can in any event gx#k go around that. 
if you wili - I don't think they used those words - we can achieve 
the same resuit by assuring ourselves that the thing that Ken eae 
us we have to have, which is the $34 a foot building, is what we get. 

Mr. Shibley: You are on to the other problem again, | 
I see. Whakk What you are saying in effect, they only considered it 
in terms of getting value for their money. They didn't consider it 
in terms of the mode se selecting the developer. 

Nir. gga They headed off the sort of thing that 
you are putting to this witness now by reaching this other conclusion. 

Mr. Shibley: Well, that's for the committee to conside 
I just sha iy lie of record that the basis for pro-rating - 

a basis for pro-rating had been that understanding as to what was to 
be the costing of the building ves tal ata changed it, no thought was 
given by anyone to the effect it had on the selection of the developer. 

Mr. Genest: Well, Mr. Shibley, we are not clear on 
that, you Bes because on the pro-rating you would add a profit to 
everybody and the relative position of everybody, I suggest to you, 


would not really be affected wa because nobody had a profit in the 
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Mr. Genest ) ia 
ro-rating amd jf you add one to Canada Square, you add one to everybody 
ise and you are right back where you started. 
Mr. Shibley: Well, that's also a matter for the committee 
to consider. I * just wanted it as a matter of record that it never 
a raised with anyone - or by anyone at that time. 
Mr, Nastich: I did not raise it, sir. 
Mr. Shibley: Now, I think I have covered everything I 
ant and I think I have covered everything Mr. Genest wants. Do 
" have anything further you wish to volunteer? 
| Mr. Genest: I am sorry. I had one matter, Mr. Shibley, 
I wanted to put to Mr. Nastich, the background that he had raised some 
serious qu stions about the transaction at the June 29th meeting and 
I wish wo) to the witness whether on November lst when he was at 
the Ls hy commission, he was satisfied that the questions that were 
then in his ee i satisfactorily answered and whether he 
pproved of the transaction. 
' Mr. Chairman: Will you give the committee your answer 


on that one, Mr. Nastich. 


Mr. Nastich: Yes. 





Se 


Mr, Chairman: The answer is yes. 
i Mr. Shibley: I love witnesses like that. ‘ae Vio Qud ur. 
Tdatiiagdeteest OC. - 
[ Mr. Chairman: I thought you were answering my question Ut 
. a m 2 
gcse Fu would give the answer. All right, the answer is yes. 
3 Renwick. 
Mr. Renwick: Mr. Chairman, I want to go back because 
hat's not the precise question I am interested in. The dpr precise 


uestion I am interested in is whether or not Mr. Nastich was satisfied 


after the June 29th meeting and before the July 19th meeting. 


Mr. Genest: No, he was on holiday. He raised the 
uestions and ran. I think Mr. Nastich gives that evidence. 
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Wie. Nastich: Can I change counsel? 

Mr. Renwick: Let me, perhaps a little bit laboriously 
because, let me tell youuhat is bothering me. I think you have 
done a magnificent job of rationalizing all ofyour memoranda and 
the reasons for them into a very smooth flow of the purposes for 
which they were designed without coming into any conflict within 
H ydro itself. They all just fitted perfectly in there, and I 
admire you for it. 

But what I am concerned about is the sensation which we 
had, I shouldn't say we, the sensation which I had is that your 
reservations at the meeting of June 29 and expressed subseauently 
in the memorandum to which I want to refer seem to me never to have 
been adequately answered. 

The second thing I want to touch upon is the-=—I am sure the 
is no# privilege and if there was it has been waived .=— your 
relationship with Mr. McCallum, fhoiah put this matter. 

Mr. Nastich: That's oe Yes. 

Mr. Shibley: I want to deal with the second part first. 

Mr. Nastich: Yes. 

Mr. Shibley: It seems to me quite clear that it was either 
on your suggestion, or because of your caveat, that counsel page ; 
hired and that that counsel was Mr. Neca tun met EAE not eh 
whole of the examination of Mr. MecCallum's file, when Mr. McCallum 
was giving evidence, it was quite clear that he was, his mind was 
vitally concerned about the financing aspects of the agreement 
rather than the portions of ge it that Mr. Houser's partner was 
dealing with in the strictly legal sense of the term. 

Now I take it you had a close collaboration with Mr. McCallv 
from the time you returned from your amageg, holidays through to 


November 1 about this agreement. 


Mr. Nastich: No. I'd like to answer your question. My 





association with Mr. McCallum started on this Beverley site. 

Mr. Renwick: S&F menttonedyt 

Mr. Nastich: And we had many sessions like this there and 
you get to know somebody pretty well, and I grew to respect and 


like Mr. McCallum very much. When this question came up it 


5:25 - 5:30 pm 
CA 


H-2540-2 
(Mr. Nastich 
caused a lot of turmoil for me, this building, because I had strong 
feelings about public tendering as an approach that I eatet would 
protect the commission the best. All the rational economic arguments 
were against me because, the delay factor. You had a situation 
where the delay was very expensive and as a financial man I had 
to recognize that this was a real concern to the commission. And 
yet the proposal system was relatively new to me. Now I was quite 
busy on financial matters thpoughout the period after March and I 
had not been involved in any of the preparation of the memo. On 
June 20, I received a copy of the draft commission memo which eventualy 
became the one that went to the commission on June 29 and was 
approved on the 19th, And all my earlier concerns came back to me. 
And those questions I expressed on June 29 were in mymind as I 
read that memo. And I thought two things. Ifthought it looked 
like we were going the lease-purchase route, and I had an gag inner 
turmoil on this. My people had worked on it and they felt the 
lease-purchase proposal system was quite reasonable. I thought that 
I didn't have the expertise, or my staff didn't, in terms of 
wrestiing an agreement out of a developer, and Mr. McCallum came to 
mind. So I used him in two ways; eT ee person who I knew who 
knew something about this business, and x spent about three hours 
one day just talking this public tendering versus proposal business, 
much Like # philosophical discussion that you got into with Mr. 
MeCallum, but on this specific issue. And it sti1 “{ an area of 
doubt in my mind as of June 26 when I wrote the letter, but I thought 
I would like to have somebody like Mr. McCallum to help us if we 
went the lease-purehge proposal €8 help us to be able to negotiate it. 
So I did instigate it, I talked to Mr. Sissons about it. 

Mr. Renwick: That answers that part of it. Now I apex want to 
come back to the selection period. This is the part that bothers me. 
And if Mr. Nastich deesn't have thems, you have exhibit 67? 

Mr. Nastich: Which is = Mr. Kaeuigkxx Renwick? 

Mr. Renwick: That is the April 10 long proposal. _ 


Mr. Genest: Mink-Candy report. 





Mr. Renwick: The Mink-Candy report. 
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Ver. Nastich: Can I change counsel? 

Mr. Renwick: Let me, perhaps a little bit laboriously 
because, let me tell youuhat is bothering me. I think you have 
done a magnificent job of rationalizing all ofyour memoranda and 
the reasons for them into a very smooth flow of the purposes for 
which they were designed without coming into any conflict within 
H ydro itself. They all just fitted perfectly in there, and I 
admire you for it. 

But what I am concerned about is the sensation which we 
had, I shouldn't say we, the sensation which I had is that your 
reservations at the meeting of June 29 and expressed subsequently 
in the memorandum to which I want to refer seem to me never to have 
been adequately answered. 

The second thing I want to touch upon is the =I am sure t 
is no# privilege and if there was it has been waived your 
relationship with Mr. McCallum, af tah peut this matter, 

Mr. Nastich: That's ie Yes. 

Mr. Shibley: I want to deal with the second part first. 

Mr. Nastich: Yes. 

Mr. Shibley: It seems to me quite clear that it was either 
on your suggestion, or because of your caveat, that counsel gi 
hired and that that counsel was Mr. McCallum. strat Wbdunott the 
whole of the examination of Mr. McCallum's file, when Mr. McCallum 
was giving evidence, it was quite clear that he was, his mind was 
vitally concerned about the financing aspects of the agreement 
rather than the portions of ge it that Mr. Houser's partner was 
dealing with in the strictly legal sense of the term. 

Now I take it you had a close collaboration with Mr. McCal 
from the time you returned from your amagep, holidays through to 


Yovember 1 about this agreement. 


Mr. Nastich: No. I'd like to answer your question. My 





association with Mr. McCallum started on this Beverley site. 

Mr. Renwick: S&F mentionedyt 

Mr. Nastich: And we had many sessions like this there and 
you get to know somebody pretty well, and I grew to respect and 


like Mr. McCallum very much. When this question came up it 
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(Mr. Nastich 
caused a lot of turmoil for me, this building, because I hdd strong 
feelings about public tendering as an approach that I fel t would 
protect the commission the best. All the rational economic arguments 
were against me because, the delay factor. You had a situation 
where the delay was very expensive and as a financial man I had 
to recognize that this was a real concern to the commission. And 
yet the proposal system was relatively new to me. Now I was quite 
busy on financial matters thpoughout the period after March and I 
had not been involved in any of the preparation of the memo. On 
June 20, I received a copy of the draft commission memo which eventualy 
became the one that went to the commission on June 29 and was 
approved on the 19th, And all my earlier concerns came back to me. 
And those questions I expressed on June 29 were in mynmind as I 
read that memo. And I thought two things. Ifthought it looked 
like we were going the lease-purchase route, and I had an am inner 
turmoil on this. My people had worked on it and they felt the 
lease-purchase proposal system was quite reasonable. I thought that 
I didn't have the expertise, or my staff didn't, in terms of 
wrestiing an agreement out of a developer, and Mr. McCallum came to 
mind. So I used him in two ways; one as a person who I knew who 
knew something about this business, and Z spent about three hours 
one day just talking this public tendering versus proposal business, 
much like @ philosophical discussion that you got into with Mr. 
MeCallum, but on this specific issue. And it sti1i “G an area of 
doubt in my mind as of June 26 when I wrote the letter, but I thought 
I would like to have somebody like Mr. McCallum to help us if we 
went the lease-purchSe proposai £3 help us to be able to negotiate it. 
So I did instigate it, I talked to Mr. Sissons about it. 

fr. Renwick: That answers that part of it. Now I ape want to 
come back to the selection period. This is the part that bothers me. 
And if Mr. Nastich deesn't have thems you have exhibit 67? 

Mr. Nastich: Which is ign sacs Haeuigkxx Renwick? 

Mr. Renwick: That is the April 10 long proposal. _ 


Mr. Genest: Mink-Candy report. 





Mr. Renwick: The Mink-Candy report. 


ww~pve evr ty 
5:25 - 5:30 pm 1 
CA 
H-2540-3 
Mr. Nastich: Yes. 
Mr. Renwick: And sqfar as that is concerned I want to 
refer to page 30. Okan? 
And then I would appreciate it if you would have exhibit 7 






which is the eprpiuewtem submission to the commission. 
Mr. Nastich: What date was that? 
tr. Renwick: It was the June 23 one, I gather is the one 
a ee that N 
for practical purposes the one ye finally went to the commission. 
And I want to s. if you would make a note on it that I want to refer 
to page 4 of that one. 
Mr. Nastich: Yes. 
Mr. Renwick: And exhibit 79, which is the memorandum to 
you of July 6. 
Mr. Nastich: Yes. 


Mr. Renwick: And I want to refer, if you would make a note 


on pages 3 and 4 of that one. And exhibit 18 we, 


H-2541-1 follows 


H-2541-1 sep 13, 1973 
5. 30-5.35 pm 
V.H. 


(Mr. Renwick) 

ROR AB in which I want to refer to pages 1 and 2. Now, 
bear with ne, there is some element of repetition but I 
am not trying really to get into the method of pro-rating 
and all that discussion that we have had. On page 30 of 
exhibit 67, the pro-rating system is prefaced by these 
remarks: "A measure of the quality of the building relative 
to the rental rate could be used as a simplistic criteria of 
preference, Vsing cost per square foot as a measure of quality 
of the building, we could expect a comparative value NE che 
proposals would be as follows," 

You very delightfully referred to that simplistic 
eriteria of preference as being ingenious, at least, that's 
what I took your reference to ingengous. I have never known 
that something ingentous was so simplistic! 


Mr. McCallum: Take the wheel! 





Mr. Renwick: But on exhibit 4i.s 

Mr. Genest: That's not bad! 

Mr. Renwick: No, not bad. Now exhibit 74, page 4 ~~ 
and we can forget about that exhibid-exnibit 74 page 4 carries 
forward to the commission this matter. 

MR. Nastich: Yes. 

Mr. Renwick: Therefore, it was a crucial part of 
what was placed before the commission on June 29. No decision 
was made and then we have your memorandum of -- which is 
Lies a6 -~ in which dealing with that very question in 
item 3 at the bottom: 

"The validity of pro-rating the estimated capital 
costs of the building from the four developers to cone [i 


A 
ostensibly standard comparison on annual cost per square foot" 


and going over the page, "I do not have the details of the 
method by which this was done, I think it is essential that 
the process be defendable to attack from disappointed developers. 
Would you ask Mr. Mink to look into this further." 

Then Mr. Mink does look into it, in exhibit 1a paues 3 


and 4 H-2541 follows 
— 


September 13th, 1973 
5.35 - 5.40 pm 
2542 - 1 AA 
(Mr. Renwick) 
He then at the bottom of the page refers to "Pro-rating of 
estimated capital costs: On page 7 of the Commission 
memorandum, the rental rates have beenaijusted to allow for@ 
a building costing $34 per square foot, not for the purnose 
of selection so much as on the assumption that a building 
having a cost less than $34 per sauare foot would not meet 
the quality standards. This is a judgement but also tends 
to reflect the differences in rental rates related to 
financing costs as follows:” 
And I refer particularly to Mr. Mink's remarks 
GhatiGge ., & 
MR. Nastich; Mr. pagers: Dean's, 


Dean's 
Mr. Renwick: Mr. egmsi¥/remarks that this is 





not a selection oritertw And then as he foes on, he comes 
to the bottom of page four, he says, "In reneral, it must be 
assumed at this atage that the following judrements are correct:” 
ana“() he method of selecting a builder-developer 
satisfied the lowest cost buildines criteria. (This auestion 
is closely tied with the financing .,. " and so on and so 
forth, experience and so on. 
Now, somehow or other, all of the resnonses don't 
fit in. Now, it may be because of the accident of you being 
away on holidays, but the Commission then foes to its meeting 
on July sig erie for practical purposes y approves of it, approves 
of the selection of Canada Square. 
Now, I would like to ask you the specifically blunt 
question, not whether you approved at November lst of all 
that was done and the deal as it was then made, but if you can, 
and bearine in mind that you were absent at the time, bBo, 


= would you have pnarticinated 





in the decision at that time when it came before the Sears. oe 
for practical purposes, without anythine havine heen altered, 


despite you having raised these questions, desnite this 


September 13th, 1973 
5.35 - 5.40 pm 
2542 - 2 AN 

(Mr. Renwick) 
memorandum of Mr. Mink that seems to be responsive of the 
proposition that it is not for selection at all as a settaxtee 
and secondly, that somehow or other, it must be assumed 
that the judgement has been made that the method of 
selecting a builder-—developer satisfies the loweet cost 
building criteria, hat despite those matters, Ge Canada 
Square is then selected, am {t seems , the way I read that, the 
thing went off the railS.- So I have to ask you whether or not 
you participated Mon the basis of your knowledge at the time 
dg. in the selection of Canada Square, despite the 
reservations which you have, and assuming you were going the 
lease-—purchuse route. 

Mr. Nastich: There has always been a auestion in 
the mind of my financial people, Mr. Renwick, about the 
extent to which you should denend on pro-rating as the end 
result of a selection process and I VLE T’'ll refer 
you back to that April 10th memorandum , S=Tikelessaecs esa M1 ni 
and Candy say » "A measure of the quality of the building could 
be used as simplistic criteria preference Ustad cost per 
square foot as a measure of quality of the building, we could 
expect the appetite omparative value of the proposals 
would be as follows:" And then they say, "Considerins the 
marginal economic differences in their pronosals" and they 
were looking into proportionate percentares/ Semmabiiatal, the 


differences was fairly small, although the dollars were large. 


> a=, oh eemeeeh tre shin wien bo seme er ee om 
= — “7 Na 





Sept .13/73 
5.40-5.45p Mm. 
B. 


* 


(Mr. Nastich) 





Mr, Renwick: Once the pro-rating %xga had taken place. 
_ sigRB 4 Nastich: Yes. The selection may have to be based 
more on the qualitative factors associated with a lease_purchase 
arrangement, So the issue came to me was whether the pro-ration 
to the system itself had validity; secondly whether $34 .0geould 
be used as a basis for setting your level. Now, I think you are 
righfin that Mr. Dean's iter was not completely responsive to 
what I was after. slibbeich T was sayipty, are we sure about the metho 
and his letter was saying "Well, it isn't that important as a basis 
for seleation as I read ‘ec kote 

Mr. R¥Enwick: That is precisely my point that it seems 

to come through to me that the ies eae , When presented with 
Exhibit 74, were entitied to assume that the results of the 
pro-rating system were intimately involved in the selection p#ocess}; 
that it was the results of the application of the pro-rating system 
tha troved it to a question of marginal economic difference, 
therefore we must move on to qualitative factors, or judgmental 
factors to make a selection, tand om the commission's point 
of view, they were sitting there saying, "This is a selection 
techniare and now y do we fro along also we with the qualitative 
judements? ‘ayy Tt seems to me, that if I were sitting on the 
commission asked to faced that, I would have said, "Well, the 
pro-rating system was an intef@ral vart of the selection process" 
Now, there was some bit of warning at the commission meeting or 
some problem, maybe raised by you maybe raised by others, but 
they then deferred the decision, and Your memorandum reflects your 
coneern and part of it is solved by the arranrements for 
Mr. McCallum to work through with the matter, gnd-fhen Mr. Dean's 
memorandum of July 6 specifically states that in Item 3 on page 3, 


pro-rating of estimated canital costs, on pafe 7 of the commission 


memorandum the kxeknx rantal rates have been adjusted to allow for 
} 


H-2543-2 Sept .13/73 
. 5.40-5.45p.m. 
B.A. 
(Mr. Renwick) 
square 

a building cost of $34.00 per saur# foot, not for the purpose of 
selectinn so much as ine assumption that weourtathe having a cost 
of less than $34.00 per square foot would not weer the quality 
standards, 4h Somehow or other it sz strikes me that that never 
got back to the commission, that they should really disregard that 
pro-rating system and the resuits of it as @ Aelective matter, 
because they would then have to fo back to what Mr. Mink states in 
general it must be assumed at this stage that the following 
judgements are correct , in other words, ate taken as read, that 
the method of selecting a builder developer satisfies the lowest 
cost building criteria. niga aad course, that assumption, ‘eee. 
4s really open to serious question, andilr>/Haybe it is fhust 
the unfortunate circumstances that you were away on vacation and 
the memorandum to the commission wasn't redone in the light of 
some of these comments ofMr .Minks , if I read them correctly. 
Orma maybe, ax and rae aad why I asked you the relatively 
blunt question of whenkx whether you participate in the decision 
to shect Canada Square. 

Mr .Nastich: T have learned a lot more about the pro- 
rating Mr. Renwick, since the hearings started. At that time, 
when I looked at it, I was I think, satisfied Maar 6d basis Wal ik twas 

a a $34.00 building and the explanation in terms of the fact that 


there is no profit in it, the cost item, I thought that it was not 


. invalid at that stage. I was satisfied. But looking at it now, se 


_ gm have learned dg a lot more. 





(Tape H-2544 follows) 


H-2544-1 Sep 13, 1973 
5.45-5.50 pm 


Mr. Renwick: WRl1, as I say, my questions were 
not directed in terms of being critical, I just wanted to 
try and keep the balance of all of the people who were in- 
volved in this amt in my own mind and try to put it into 
perspective. It seems to me if I were a member of the 
commission and I went to the meeting on June 29, and I 
had the commission memorandum submitted to me, that questions 
were raised which were sufficient to require -~-- to have the 
commission itself come to the conclusion that the matter 
should be deferyes. ang I sean then come to a meeting of 
the commission on July 19 and nothing different, so far as 
the evidence is concerned, is put before the commission, 
and we therefore go ahead and accept the conciusion of the 
commission, we then go ahead anjaccept the conclusion of 
the memorandum and make the selection which points to 
Canada Square, and we make that selection, it seems to me 
to go a long MWK way tO ward 4 let me say this carefully,-—— 
toward understanding the way in which the commission viewed 
the problem. Now it might be possible to say'well, somebody 
on the commission should have asked further questions’ but 
I kind of think if I were sitting onthe commission and some 
questions had been asked and there had been some discussion 
and we deferred the matter and it comesback in the same 
form that I would have gone along too. I am not asking you 
XkmRNWMBeRKEXBX to comment on that. 

Mr. Nastich: Well, I was not at the July 19 meeting 
and I don't want to speculate but in other meetings that we 
have had, Mr. Renwick, where somewhat the same subject has 
come up, there has been oral discussion about it. You know, 
either somebody says,’ this is satisfactory'or “it is not 
satisfactory.’ Now I have got to asssume - well, I can't 
assume what happened at the July 19 meeting -- but I accept 


your point. Fy think it's 66 





H-2544-2 Sep 13, 1973 
5»45-5.50 pm 


Mr. Renwick: Could I ask, Mr. BMH Genest, is 
there any otherlinformationr ee bm I missing something! Is 
it in fact correct that there wasw@t nothing further, no 
further input to the commission aft July 19? 

Mr.Genest: I think that is quite right, Mr. 
Renwick. 

Mr. Chairman: Mr. Nastich, was your holiday 
scheduled or were you urged to go planet 

Mr. Bullbrook: That's not a biunt enough question! 

Mr. Chairman: Don't answer that one. 

Mr. Renwick: May I just deal with one last 
matter, Mr. Nastich I am worried about exhibit 236, on 
the first page that has just been put in because - £60" Gt8 

Mr. Nastich: Which one is that, Mr. Renwick? 

Mr. Renwick: The estimated annual cash flow for 
Canada Square. 

Mr. Nastich: Yes? 

Mr. Renwick: AS I take it, Mr. Shibley, we don't 
have anything from RAZR Canada Square in terms of cash flow 


Or ges 


Mr. Shibley: Their files disclosed no wa. 


Mr. Renwick: jy. projections of any kind. 
—— re Urs © KARA » 
Mr. Gnivrey:" You vill rhawunae that I asked Mr. 


Coles ce tneheres gp files as produced rep egies none 
and he said he(didn't do anything except, -- he did say 
latterly that they did it for one year only but in terms 

of the overall, there is no material, There was material 
in each of the other three developers files breaking down 
their maintenance costs and breaking their cash flow pro- 
jections. I think Ellis-Don's material, it is not an 
exhibit, but even included computer runp-offs on cash flow. 


So did Y k R, now that I think of it; they had computer 


run-offs as well. 


H-2544-3 ot 13, 1973 
Ss 5-5.50 pm 


° ° 


Mr. Renwick: Now seat clas perhaps you can't help me, 
but in the lack of any other information I have got to try 
and understand page one. I dont have any particular problem 
with attachment A, I think that is quite straightforward and 
I think your, so far as I need to, the commercial rental flow 
is there. So far, leaving the assumptions aside for the 
moment, the cash flow excluding commercial rents @g figures 
for practical purposes taken from the agreement. 

Mr. Nastich: The first two, Mr. Renwick, the 
R@MMHE revenue, the building lease cost of $[84, whieh is 
the net rental and the financing costs are straight from 


the agreement. 


Mr. Renwick: Yes. So that net revenue for management, 


maintenance and profit of $1,554,090 are straight mathematical — 















35 7 
. x 2S lis 


Mr . Nastich: 





] ~ 
That's right. tte 2 substrattion | 


H-2545 follows 


September 13, 1973 
yeas - 5:55 p.m. 


H-2545-1 





Mr. Renwick: Yes, right, and we come then to the 
estimated management and maintenance costs, and that's certainly 
within the range of what we've been talking about during these 
ger hearings. 

Mr. Nastich: Yes. 

Mr. Renwick: So it's, you know, give or take various 
matters. And this seems to lead to the conclusion that on this 
hgaApe basis there is going to be a continuing net loss to Canada 
Square, unless fae they can do something about the commercial areas, —= 

Mr. Nastich: Yes. 

Mr. Renwick: -= which are, »from everything which Y and R 
and from our own knowledge of the location and the lack of facilities 
there, and so on 4 you know, the general problem of University Avenue, 
is quite a speculative matter, as to how successful it wiil be, Ana 
maybe you have to be an entrepreneur in order to make something like 
that go and turn it into something successful, and I wish them well 
because, ag if Mr. Sissons' barber goes there I may have a haircut. 

Mr. Genest: You could start wearing a vest and go back 
to Borden ,and Elliot / 

Mr. Renwick: Yes. 

Mr. Wider - Fifty cents. 

: — i loam ee 
Mr. Renwick: Can you help me as a, ae the a 


the financial expert, what additional assumptions could you make 


i i i dees eee ee 


for me with respect to paragraph one, which if varied on various 
terms would begin to produce a cash flow, a positive cash flow for 
Canada Square? That is in terms of capital cost allowances, and 
that kind of allowance, because I just find it difficult to believe 


that it's that margi nal. 










September 13, 197) 
5:50 ~ 5:55 p.m 
H-2545-2 B.G. 

Mr. Nastich: There's two ways to it, you can present 
this in two ways: What we were trying to show you here was how 
sensitive the commercial rents were, Mr. R&nwick. There is no,-— 
if you turned # it and said, if you put your statement together 
and looked at only the Hydro space, and then the commercial space, 
as two separate entities, you would find that there is a margin 
which is built in here for the office space for Canada Square. 

But the way this is, we have @e taken it into one big bulk, and 
we said "let's take the commercial area as a separate yeriegiep 
variable". The way in which they could make money, is if their 
maintenance cost was less than $1.45. 

Mr. Renwick: Yes. 

Mr. Nastich: And if thee was a profit on building 
construcftion. But that still wouldn't show up in this rental rate 
So it is marginal. 

Mr. Renwick: I certainly took the drift of Mr. Candy's 
remarks to be that although there is this vexed problem of appraised 
value, that with the inflation presently going on, trek this may be 
an incorrect conclusion, but the conclusion was that likely the 
exercise will be academic. 

Mr. Nastich: Yes. 


Mr. Renwick: There won't be any reduction. 





Mr. Nastich: Yes. 

Mir, Renwick: Bik" the appraised value will be at least 
$44.4 million, and then we come strictly to the profit on building 
construction, and strictly to the question of tax advantage through 


capital cost allowances, as the areas within which Canada Square has 


a Ss 
wa Li oe, maine the possibility of ea are wbSs that sepaed 
reasonable? {stthere-anything-etaeh ? 
2: 
Mr. Nastich: That's right. If there is a capital =—_ 


Mr. Renwick: Is there anything else that's heyyy, — 


Mr. Nastich: No, there isn't. 


Mr. Renwick: And the maintenance Maton 


Mr. Nastich: Yes, the maintenance element. But this 


analysis says that the profit area is in the commer Sggcial side 








September 13, 1973 
H-2545-3 A a ek 
(Mr. Nastich) 
of the business. 

Mr. Renwick: Okay, thank you, Mr. Chairman. 

Mr. Chairman: Mr. Renwick. Any other questions - Mr. 
He H@deson. 

Mr. R.G. Hodgson: Mr. Nastich, you made reference to 
your luncheon with Mr. McCAéllum prior to his being hired by the 
Commission. Do you recall the date? 

Mr. Nastich: Just a moment. It umaomn Tone. 

Mr. RsG; Hodgson: I have a question in my mind as to 
what time Mr. McCAllum put on the » luncheon,- and - 

Nagstich: 

Mr. Ghratamygo,: Yes, you're right,Mr. Hodgson. 

Mr, ReGs Hodgson: We seem to have problems with 
luncheons, and I just question the time that he put on it. 

Mr. Nastich: Mr. MeCAallum had said it was in early July. 
Wi Mr. R.G. Hodgson: That's right. 

Mr. Nastich: And that was, that was just @n error. It 
was =I have a schedule here -— June 26th. 

Mr. R.G. Hodgson: Yes. 

Mr. Nastich: It was a M@nday. 


nv 


Mr. R.G. Hodgson: Fine; and you were exploring with him 
the quest gions that were in your mind as to, that you had raised 
Carlier eipestiditicedt either in a meeting, or had arrived at questioning 
and you were exploring this whole area with him. 


Mr. Nastich: Yes. 


~*~ 
Mr. R.G. Hodgson: And you subseqguently went back to the 


Hydro and recommended that he be hired for +h). project 





(TApe H-2546 follows) 


H-2546-1 Sept. 13/73 
5.55 to 6.00 pm 
DT 


Mr. Nastich: I suggested @@ Mr. Sissons and Mr. 
Ons 
Raney esse” chief leral counse | Ress 


Mr. R. G. Hodgson: When you wawne away on holidays and 





when you weagse away on Hydro business, who assumes your position, or 
who answers for the financial side? 


Mr. Nastich: I have four directors reporting to iol Teen: 





during the time I was on holiday in July, it was the controller, Mr. 
Gomer, and he was the wm one who sat in on the commission meetings of 
July i2thg and 19th. In October, it was Mr. Fraser who is my chief 
SSCSER EAST ee sometimes it's the Treasurer. It is not one man, 
Mr. pPreecs fire as a result there is a difficulty because frequently 
he is not as well versed in any particular area, Like, for example, 
Mr. Gomer would have had very little, if anything, to do with the 
building so inet he wouldn't -- 

Mr. KR. G. Hodgson: He wouldn't question on these points’ 


Mr. Nastich: NO; Bar 





Mr. R. G. Hodgson: The other thing I wanted to ask you, 


(heeled — : 
in regard to Hydro borrowing in égotiated that? 


Mr. Nastich: Yes, with my Treasurer. 


Mr. R. G. Hodgson: With your Treasurer, Do you 





remember the reason why a different bank was chosen as the srinaioues 


Mr. Nastich: Different from whom? 

Mr. R. G. Hodgson: Than the previous borrowing. 
AN NA I EE 

Mr. Nastich: No, we have never borrowed in Switzerland 


before. 
ft 
Mr. R. G. Hodgson: You just chose your own orineip Lan 
er ee re 
in this case? 


Mr. Nastich: Well, what you have in Switzerland is 





three large banks§ Credit Suisse, Swiss Federal and Union Bank , ag 

ie '68 or '69 I think the Province of Ontario, together with us, 

visited Switzerlands-~I wasn't involvety afd talked to the three bankers 
mad Qased on.=.I don't know what criteria they usedy they selected the 
Union Bank and that Union Bank then becomes what we call, and Mr. Allan 
knows this, the lead manage ies foe that's really your chief mypphaeemacx 


underwriter in Switzerland. The other two ka big banks # are what 


H- 2586-2 Sept. 13/73 


5-55 to 6.00 pm 
DT 
(Mr. Nastich) 
we call co-managers$; that 1s, they participate in the borrowing underithe 
direction of the Union Bank, but they are the main ey: Oe then there's 
a syndicate of about 15 banks in Switzerland who sell the bonds. Now 
the Union Bank has been in contact with the province regularly. We 
‘“( 
keep saying to them—or Ontario SaySom en are we going to get in the 
597 spa wiss 
ueue. aaa they say, have put é# your name in and the Seeerss banking 
¢ 
uthority Says, r We11, not this year for Ontario.” ”” 


Early in 1972, Mr. Macdonald, the Deputy PRAEUTOT NTO be 








d said, #Look, what's the chance of getting us in this year? We 

ould certainly like to establish a foothold in the Swiss market, And we 
ad a good response. They have put the name of Ontario in the @% queue, 
qm in March or April of 1972 the Swiss banking group got together 
and for political reasons, internal political reasons, they ham 

ecided that they would not want to lend money for the remainder of [472 


and Ontario 
© any provincial entities anywhere in the world. Now, Ontarlo/fydro 





always are seen together on the international market. As soon as the 
Bion, bank realized that, they wrote to Mr. Macdonald and said, 7 You 

can't get in but if Hydro is interested, fine, and I have put their name 

in in any EE Saag AP happened around the end of June, I think I 

Bave Mr. Shibley a chronology of that Swiss financing. 

{ 


It was after I got back that I became anvolved in late 


uly. We went edapectee end of August and that was Jiggs when the 
sue war eengiamel ere is five and a half per cent for some hundred 
llion a Swiss franc3y-About $20 million or $25 million. 

Mr. R., G. Hodgson: In that case it would be your 
commendation that they take this loan or a part of it? 

Mr. Nastich: Yes, I would get the concurrence of the 
airman and the general manager to proceed to talk to ebew.ape when 
got to the stage with the Swiss where they gave their commitment 
at they might go, then I went to the omen ee Pn Pas I think I did 
is late July for commission approval, to say. Is it all right? And 
en I have to go to the government, to the Treasurer, and get his 
neurrence and it goes through as an order-in-council. 


Mr. R. G. Hodgson: Channel of events. 
NS rt ll 


Mr. Nastich: Yes. 





H-2546-3 Sept, 13/73 
5.55 to 6.00 pm | 
DT 
Mr. R. G. Hodgson: In the case of Hydro pension funds, 
la i hah Seinint acide ARE 
do you have <tmes anything to do with that? 
Mr. Nastich: Yes. 
Mr. R. G. Hodgson: What would your responsibility be 
in relation to that? 


Mr. Nastich: I am responsibie for all aspects of the 





pension fund in the line capacity, that is the actuarial side of hae 

deciding, you know, what the contribution should be. from Ontario Hydro 
hs 

and the investment side, have a pension fund 

manager and several people who ee keeps in touch with the market 

and economic conditions and recommend investments the pension fund 

to the investment committee of Ontario Hydro and this is approved 


by the commission. 


Mr. R. G. Hodgson: Who makes up the pension committee 





(H-2547 to follow) 


Sept. 13/73 
6:00 - 6:06 pm 
CA 


qMr. Nastich3Z 
C Ene pensinn committee is the Chairman; the first vice-phairman, 


| H-2547-1 
: 

| Mr. Arthur Evans; and the general manager; and myself: and the 
“treneuner is the responding authority. 

Mr. R.G. Hodgson: I note in one of the memos that in about 
three years hence that this is going to be in the realm of about 
$40 million annually, that may be invested. 

Mr. Nastich: Yes. 

Mr. R.G. Hodgson: It is a considerable responsibility. 

Mr. Nastich: itAis Avout $450 million the size of the fund 
and it is growing fairly rapidly. 

Mr. R.G. Hodgson: You know of no circumstance in which 
Canada Square had considered using pension funds for financing either 
in the long term or in the short interim /‘construction? 

Mr. Nastich: It was never mentioned to me. I was never 
aware that there was any consideration by anybody about this, about 
using our pension fund until this hearing, and there were two 
people, it turns out, if you look at the proposals. Horizon had made 
the proposition that they would like to participate, and as I 
understand from the evidence here, perhaps Canada Square. 

Mr. R.G. Hodgson: But you had also done a study in relation 
to the pension plan by one of Hydro people in regard to lease-back, 


and the possible musesxafx usgage of such funds. 


Mr. Nastich: Yes, in October of 1971, I think, Mr.Dean, who 





incidentfally I guess will appear here was an assistant treasurer and 
was quite aware of the pension fund. He always had a feeling I guess 
that there was a way inwhich, there should be a way in which you could 
make use of the pension fund. And the commission policy had never 

been to use it, and I agreed with that. I still feel that we should 
avoid this type of situation. He did have the idea. He proposed it. 
But it never went anywhere. 


Mr. R.G. Hodgson: Thank you very much, Mr. Chairman. 





Mr.@ hairman: Any other questions? Thank you very much 


Mr. Nastich for your clear and helpful answers. 
} 
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Mr. Nastich: I have one concern, Mr. Chairmaa. I gave 


a. 





some figures on the power sales and I may be wrong, I don't know, I 
haven't had a chance to check. I deal in millions so often that | 
it is fairly substantial, but unless I ean check it7T don't know if 
it is important. I just didn't want to mislead the committee. 

Mr. Renwick: I think it would be helpful if you eould look 
into it and give us your best estimate. 


z 
Mr. Allan: It sounded very optimistic. 





Mr. Nastich: That is why I am concerned. When Mr. Allan 
LE ee 
questions my figures I figure I'd better check them. I may well be | 
wrong by an order of $10 million or so. 


Mr. Deans: And what's $10 million? 


seriously in error, I won't come back? 

Mr. Chairman: Mr. Nastich, thank you very, very much for 
being with us. You have been most helpful. 

Gentlemen, the hope is that as far as Mr. Shibley is 
concerned that he won't be long with Mr. Lamb or Mr. Dean. Maybe ot 
of you will be, but let's push on for a few minutes anyway. We 


may be able to be through before we need to adjourn. 


Mr. Nastich: Can I leave it Mr. Chairman, that if I am 
PETER LAMB, Swprn. 


Mr. Shibley: Exhibit 235, I think has been prepared by 
yourself? 
Me.Lamb: That's right. 


Mr. Shibley: Would you just explain it in general terms as 


to how it is made up? 
Do 
Mr. Genest:/We know who Mr. Lamb is? 


Mr. Chairman: Mr. Lamb, very briefly will you tell us. #xkk 
MP. theirmar 


—- 


NRXNBERKSXRerxkxydewx Mr. Genest: I think he works for the Hydro. 


Mr. Chairman: Will you tell us who you are and what you do? 
cece AY 





Hydro. I am an economist by profession. A little background to thi 
exhibit. You already have an exhibit, I think exhibit 114, an 


estimate of the annual savings in 1975 on the new buidding cComeeeeed 


$548 nect > 


Mr. Lamb: Yes, I'm employed in the finance branch of “ 
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compared to present accommodation, and : gave a figure of some 
$2.4 million, I believe. It occurred to meee asyfone- term 

_— like this +4g8— we may be misleading people by suggesting 
ae $2.4 million in the first year, which may well evaporate over 

a period of time. 


, So I prepared this calculation which is simply a 
: rojection of what I think the savings might beg & the year 
:.. The way I did it was simply to take the 1975 base 
prom that exhibit and make projections. I claim no accuracy 
for the projections themselves. They , <a to my mind, were 
‘reasonable? my own judgement to a large extent. What { do 
“say thoughiis that the assumptions that I've made in terms of 
escalation and rental rates affect both values, so the 
‘differences would tend to cancel out. I don't know whether 
we you want me to go through the figures precisely. 

| Mr. Shibley: NO, I don't.I just wanted to establish 
} 


that these calculations are based on certain assumptions. 


Mr. Lamb: Certainly. 





Mr. Mr. Shibley: And they are in the overall variable 





in a measure that really can't be ascertained. 
Mr. Lamb: Lamb: Certainly not, the project&ons are from 
1975 to 1985, which is extremely difficult in any case. 
Mr. Shibley: YOu can't, for example, really compare 
the arrangement whereby Hydro might enter into a rental of 
a building which it would occupy on a long-term lease, with 
the lease-purchase transaction in question on this basis, because 


this is based on adjustments of basic rental rate on a three- 
of the differential. 
2? 


MB. Lamb: YOu are referring to the $2,030,000 


year basis which amounts to $2 million 





at the top? 
Mr. Shibley: Yes. 
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Mr. Lamb: That calculation is an assumption that 
under the present accommodation we would in 1985 have to 
lease additbnal space of some 200,000 square feet. 

Mr. Shihbley: What I'm talking about, Mr. Lamb,is this. 
Let's say that Hydro had not decided to build on a lease-purchase 
at all, and decided just to go out and rent 800,000 square feet 
as at November lst, 1972. 


Mr. Lamb: Yes. 





Mr. Shibley: It would not enter into a lease whereby 





it would be subject to escalation of the rental rate every three 
years during the term of its lease. It would rather enter into 
a lease of 10 or 15 years. 


Mr. Genest: This document isn't intended to show the 





savings. I think the only thing it is intended for is to show 
the savings, assuming that Hydro discontinues the way it is going 
now. 

Mr. Shibley: Yes, but that is a comparison that isn't 
really very useful, if I may say so. That is the point of my 
questioning. & etiner Hydro was going to build a building 
of its own on lease-purchase or otherwise, or it was going to 
take a basic decision to continue tdrent . Now if you are going 
to compare cost _ rental with cost of bu&iding, you've got to 
be realistic and talk in terms of a lease of say, 10 years. 

Mr. Lamb: I think if you are talking in terms of the 
present accommodation, the judgement that I was making; think 
one would have to make in this calculation, is what you would 
believe the rental rates would be in 1985, 

A, t See xt the start, I didn't presume that my figure 
was accurate or based on any substantial studies. But the figure 
I've used of 10 a square foot appears in the first calculation 
and the second. So if you wanted to revise the rental rate on 
the market, if you like, in 1985, Jee tiers out of both 
top and bottom and it may not effect the difference too much. 


Mr. Shibley: That was thepoint I was making. It is 


_--sho SS 
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(Mr, .Shibley) 
just one of those case where I'm concerned lest we put an interpretation 
on the figure thatiisn't really warrante¥ in terms of what we are 
trying to compare here. That's all I'm concerned about. 

Now then Mr. ee you also prepared exhibit 119, which 
is dated December 4, 1972. It is afremo from ¥egm~x yourself to 
Mr. Nastich of that day, attached eS{n-depth analysis of the 
transaction between Canada Square and Hydro. I'm interested 


in the last part of that letter, the last part of the last 


sentence in that letter, which reads{ y# 
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cerned with the agreement itself and does not cover tne more 
general rationale for the buia building which I believe is 
adequately dealt with/Srepared for the provincial government 
on November 15, 1972". 

Now, were you in that respect referring to the 
document which was remitted of that date under cover of a 
letter of November 16, i972 to Premier Davis by Mr. Gather- 
siz cole? 

Mr.Lamb: I am sorry. Is that exhibit ..? 

Mr. Shibley: Deeomnmestaletany is the covering 
letter wkgh which I believe enclosed a narrative of November 
25,2197 22 

Mr. Lamb: Yes. 

Mr. §hibley: That's the document £x that you were 
referencing? 

Mr. Lamb: Yes. 

Mr. Shibley: Now when you said in exhibit 119 
that the document wasprepared for the goverament, what was 
the information you had in that respect that caused you to 
make that observation? 


Mr. Lamb: I was simply reminding Mr. Nastich 


reece + 





thatthes he had already asked me to Kepapke prepare what 
we were calling a rationale for the building, or a brief 
statement on the building. the document which I prepared 
and handed to Mr. CMhdy on about the 13th November 4aqd I 
was aware that he was preparing a statement fo be handed 
bespieeeeowinee, to the provincial government, and that 
dealt with the overall basis of sme selection and the 
location and Iwas simply emphasising to Mr. Nastich that 


| 
my review was particularly looking at the agreement itself. 
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Mr. Shibley: I was only concerned, because there 


was some discussion earlier as to the purposes of the docu- 
ment and in this letter it says that it was prepared for the 
provincial government on November 15. Was that your under- 
standing as at December 4 as to the purpose for which the 
November 15 document was prepared? 

__Mr. Lamb: My understanding was that it was being 
prepared to be sent to the provincial government. No impli- 
cation about ... no implication. 

Mr. Shibley: Then, on page i2 of the review that 
you effected eer 

Mr, Genest: Can you give me that exhibit number 
again please? 

Mr. Shibley: Its 119 dated December 4, 1972. 
This was after the Mxkxguxt@a Nixon questions were tabled, 
On page 12 towards the bottom of the page it says, SER 
: "The 





protection afforded to Hydro by the agreement is in terms 
of the upper limit of the principal to be borrowed $45 
million and the repayment;sjon the financing $3.35 per square 
foot tae year. Since the actual amount to be borrowed 
and the interest rate would not be known to Hydro in 
advance, it is not possible to establish the rental to 
be paid under the net lease as principal and interest on 
the permanent financing. However, it is estimated..." and 
this is the part I am interested in asking you about, "It 
is estimated that the rates given in the agrement will 
allow Canada Square to borrow between $42 miliion and $45 
million at interest rates between eight per cent and nine 
per cent.” 

Mr. Lamb: Yes. 

—————se, | 

Mr. Shibley: NQw, is that an accurate statement? 

Mr, Lamb: What I # intended by that was that the 
$3.35 repayment limit would allow Canada Square to borrow 
$45 million at roughly eight per cent or $42 million at 


roughly nine per cent. 
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Mr. Shibley: Then it goes on: "It remains to be 
seen, therefore, whether Canada Square can obtain the neces- 
sary permanent financing for the building at an attractive 
vate of interest. Ontario Hydro will only benefit from low 
financing costs Teerre rate falis below eight per cent, 
Mot considered likeiy at this time." Now what interests me, 
Mr. Lamb, is that this document was prepared on December 4, 
i972 and the rate of eight per cent had been set at a meeting 
with the Prudential on October 4, Phe first letter of a 
preliminary commitment @ nature was November 8 and it wasn't 
made final by the finance committee until December 12 and 
confirmed later on still in December. But were you stili of 
the allusion tm at the time you did this memorandum on 


December 4, 1972 that the interest rate on the money was 


going to be =~ might be less than eight per cent? 
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So  — 


Mr. Lamb: I was under the impression that the interest 
rate had not been set. 


Fe ee 2 te ae 
Mr. Shibley: YOU hadn't @ yet eemmmx been told. 





Mr. Lamb: I hadn't, no. 
Mr. Shibley: TI have no further questions. 

Mr. Genest: I can't believe it. 

Mr. Chairman: Mr. Genest, have you any questions? 
Mr. Genest: No, sir. 


Mr. McCallum: Hurry up, Peter, set out. 


Mr. Chairman: Thank you, Mr. Lamb; Mr. Dean, please. 





Mr. Genest: I told Mr. Deang on May 24 that he could be 


expected to be called in three days. 


JOHN DEEN, Sworn. 

Mr. Shibley: Mr. Dean, I want to produce to you 
Exhibits 14, dated July 16... sup. 

Mr. Genest: Could # we have a little order in the room, 
Mr. Chairman? I can't hear the evidence. 

Mr. Chairman: There has been, this afternoon, an air 
of frivolity which I think we can all understand, but it is still 
an an enquiry and.. 


Mr. Genest: It is like the last day in school. 


Mr. R. G. Hodgson: Mr. Chatrman of eee 


eB ee ce ae ee 


ages ask who he is’ 





Mr. Chairman: All right. Mr. Dean, will you please téll 





me who you are, who pays your salafy and what you are paid to dol 


Mr. Dean: TSS emp loyed as @g@ manager & of financial 


analysis and policy research for the Ontario Hydro, @ and I have 





been there with them for roughly 14 years. 
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Mr. Chairman: Thank you. 
Mr. Shibley: Mr. Dean, I am going to tell you in gadvance 
what my question is going to be because I have one posi matter 
I want to take up with you an 4 mimi, that has to do with the 
motivation that inspired you to do two things’ One, to issue 
a series of memoranda in late @@& hhiet ve taciet 25 you sent out 
two memoranda and August 27 another one, which elicited responses 
from theee different departments of Hydro, and @ another -- 
I am having trouble concentrating my self right now, Mr. Chairman. 
The other thing I want to direét your mind to is the communications 
had with you by anyone referable to the relationship of the 
Premier with Mr. Moog as friends, and the fact that they hat made 
a triv to Furope @imieer durine the summer of 1971. TI am also 
mae going to be asking you, and I tell you again in advance so you 
wili understand why I am reviewing these documents with you, why 
it is that in your early memorandum you seemed to be negative in your 
approach to the lease-purchase type of transaction with Canada 
Square, whereas 4 in your later memorandum 4 you seemed quite positive. 
Now, with that ave cinewlane of what I want to ask you about, I 
refer you first to your own memorandum of July 16, 1971, which was 
prepared, I believe, on the basis of a review of Mr. Cameréan's 
eaeser earlier material. Is that not so? 
Mr. Dean: July 16, 1971, is Cameron's memorandum. 
It is addressed to Jim Smith. 


Mr. Shibley: I'm sorry. It is August 18, Exhibit 18, 





that I want to take up with you. August i8. 
Mr. Dean: That is a memorandum from me to Jim Smith? 
Mr. Shibley: Yes. And you say in that memo, "Bob Cameron 
a et a 
recently reviewed the finanging. The memoranda do not verify that 
made 
the tyne of financingyavailable to the institute was primarily 
responsible for resulting in a low rental rate as claimed by 


Barry Brooks”. Do you see that? So that that memorandum was 
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(Mr. Shibley) 
basically negative. Do you @ agree with me? 
Mr. Dean: Well, nerative in the sense that we didn't 


see the huge savings that Barry Brooks in his enthusiasm tended 


to sumgest, yes. 
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Mr. Shibley: Now, then, subseauent to that memorandum, 
on August 25th, you memoed Mr. Farmer, the “Treasurer of Hydro. 
Is that correct? 
Mr. Dean: Right. 
Mr. Senest: What's the number? 


Mr. Shibley: That's exhibit 186. 








Mr. Dean: I remember these documents. 

Mr. Shibley: And in thathnemorandum vou said to 

ninAAugust 25th is the date of your memorandum, August 25th, 
LOTD/“"we are co-ordinating efforts from hergrelatine to the 
possible financing alternatives and would ask you to consider 
the finaneine of the new building from two points of view: 

"€1) it the builgine were financed in our normal 
manner, would this impose too rreat an additional 
strain upon requirements? 

oe) ldou1a it be nossible to use pension fund monies 
from the point of view of availability of funds 
(including possible sale of 98's, 83's, or Quebec 
bonds, for example)? 

We will be getting in touch with you later regarding 
any other restraints on the use of pension fundg monies, 
including legal aspects, and will also be discussing with vou 


possible alternative means of financing, including leasebacks.” 


So you fired off that memorandum gqgiebaderigs t 0 MR. Farmer, 
and got in response from him the memorandum wherein Mr. Farmer 
says gail "You shouldn't encroach on our normal borrowine sources.” 

In addition, on the 25th of August, you 4180 phpbb 
memoed MR. Raney, exhibit 187 and said, "We are arain fconsideri 
the possibility of construction of a new head office buildine 7 

"We have discussed with vou previously, the limitatio 


from a leral noint of view but I don't find on record that we 
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(Mr. Shibley) 
HAVE A firm position. I would, therefore, like to know 
two things: 
yd nether there would be any problem because 
of the statements in our recent prospectuses 
and agreements in arranging financing secured 
by the building as a specific asset; G@. . 
"(2) What are the limitations on having the pension 
fund investing ponex in the building c 


And as a result of that memorandum, you got a memo 
back from Stewart of the idea) department saying, "No, you 
can't do it. You can't make a specific charge." 

And then on August 27th, 1971, by exhibit 188, you 
also memoed MR. Gush. Who is Mr. Gush by the way? 

Mr. Dean: He is one of the analysts on the... 

Mr. Shibley: Yes. "We have been reauested by 
Building Admin. to look into the possibility that the method 
of financing used by OISE in the Bloor, street building might 
be appropriate to our new Head OFFICE BUILDING. Bob Cameron's 
memos of July 16 and 26, 1971, cover most of the rround on this 
request. 
: "It has been agreed with Mr. Banks that the report 
to Building Admin. should include a study of alternative 
means of financing. It has been suggested that the three 
basic alternatives are: 

"(1) normal financing by issue of bonds. 

"(2) sale and leaseback arrangement similar to that 

used by OISE,. 

"(3)_ financing through use of pension fund monies. . 

"There are a number of legal questions to be clarified 
as well as the question of availability of funds on which T have 
already written to Messrs. Raney and Farmer. Would you please 


have Bob Cameron work with Treasury on the alternative methods 


of financing outlined above in order to @égieteetiascertain which 


. 
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alternative might be most on us, particularly if 
tax advantages available to a builder or developer could be 
passed on to us.” 

Then, again, you rot a memorandum in@@@titeresnonse 
to that, from Mr. Cameron actually, instead of ffrom Mr. Gush, 
but of the same departmentjor October 6th, which, I think 
wASyéxhibit 19. 

And then you, yourself, in exhibit 20 on October 
21 did a memorandum within the month when evervbody was sort 
of reporting in as to what you had been asked for. On ay 


October 21, having earlier been negative in your August 18th 


report, you said=—« TJ am sorry, # exhibit 20 is your analysis, ves. 


Now this is the memorandum in which you say at the end, "In 
summary, we feel that an examination of the OTSE financine 
has thrown considerable BOLNED SH the auestion whether a 
building self-financed and self-maintained is the most 
economical course for Hydro to follow. 

"It is also established how difficult it could 
be to ensure at a particular point in time that the lowest — 
cost alternative is ae usenet can be that 
“Treasury will wish to avoidg a direct loan andvisize will 
be the most practical alternative.” 

Now, Mr. Dean, I am going to put it very bluntly 
to you, there appears to have been a great amount of activity 
on your part as at August 25th, which date I might sav happens 
to copincide with the meeting on that day between Mr. Moog 
and Mr. Candy, very shortly after Mr. Moor's return from 
his visit to Switzerland with the Rrerntat are) I want to know 


from you whether you received from anyone any form QS TN 
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of communication which caused you to issue the series of 


memoranda in terms that I have read to you excerpts from at 
that time? 

Mr. Dean: No. 

Mr. Shibley: Well, what caused all of that? ARe 
you saying it is pherée coincidence that you issued that memo- 
rendamon August 25 or was there some other motivation for 
eee that having taken place? 

Mr, Dean: The longer answer, to explain the events, I Home 
Mr. Shibley, is this that prot Nahe one Me. Barry Brooks 
sometime in June with Mr. Smith at the request of Mr. Banks | 
who asked Jim Smith and I visit them and to explore the 
question of lease financing Begmee for a building to see 
if this had any savings at allfor Hydro and was it a possible 
course of action for us. 

MEER EABHX As a result of that meeting y and 
Mr. Cameron incidentally worked for Mr. Gush and both of 
them really reported to me with Mr. Cameron through Mr, 

Gush 4 we got Mr. Cameron after the meeting to prepare the 

two memoranda which appearg July 16 and August 18. I guess 
the July 16 one really although addressed to Jim Smith came 

to me, I wasn't happy with it and I asked him to go back 

and do some more work. He replied August 18, very much as 

Il will agree as you have asked him as well, very much more 
enthusiastically which I attributed personally g to just 

the fact that Mr. Barry Brooks is a very enthusiastic supporter 
of Mr. Moog and he came back in a sense with the wrong answer, 
I wasn't looking for whether we should have Mr. Moog build the 
building, I was looking for financial answers to the question 
of whether lease financing was a method we could use and 


appropriately whether or not Mr. Moog was the builder or 
> 


related to the development at all. 


H~2552-2 rae bas 29035 
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So far as I was concerned, August 18 didn't answer (t. 


Mr. whibley: I am sorry, August 18 didn't what? 
Mr. Dean: The memorandum from Mr. C&meron to Mr. 


Smith didn't answer my basic question, which Was, was lease 





financing the best method that Hydro could use for any building? 
At the same time, I would like to point A ad since the 
eonsideration of the first head office building, we had been 
pushi ine’ we had been complaining. when I was in {¥easury 
that we should use other spggen sources of financing. suo 
of my mind, all the way through this, that we should do a 
broader study of any alternative method, not just a lease 
financing arrangement, as has been done in the OISE financing, 
but any other SOUNsS Whether it was pension funds or anything 
else. So having received Mr. Cameron's letter of August 18, 
I wrote to Mr. Smith ... 

Mr. Ghibley: I must tell you. I meeenttines ek. 

Mr. Dean: Can I just follo e hhh wale 


Mr. Ghibley: Will you give me a copy of the 
August 18 memo? « I ecan't put my hand on it right now. 

Mr. Genest: July 16? 

Mr. Shibley: Now TD think suc 


Mr. Dean!” sHity 26, I beg your pardon. I had - I 


eee ete end 





a 


thought I had the two Camerons, July 16 and July 26. The 
July 26 memorandum, I beg your pardong from Cameron did 

not answer the question. Its not a document you haven't got 
Mr .Shibley! 

So GN August 18, I wrote to Jim Smith and I was 
getting quite a bit of pressure from my own staff that if 
we were going to get into the building business and really 
reconsider this, perhaps the study should be enlarged. 

I wrote to Mr, Smith on August 18 saying phat 
Cameron had done so far hadn't convinced us on the lease~ 
purchase method to date that this lease_purechase offered 


the solution toy all Hydro's problems and I guess the Tes 
, 
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inte that letter ie please can we expand this study and to 
do a more complete study on all methodsg of financing." Z 
think it is pure coincidence that the reply from Jim Smith 
to this, which was verbal, "Yah go ahead-do this” resulted 
in my immediately writing the three letters to the people 


I thought ri would need to give advice to me in preparing a 


*° 
memorandumg ‘Tihe\ Tweagunerif\yespety/ vf 
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> The Treasurer in respect of the bond issues and the question of 
availability of onbse ine: Gushm Because Mr, Cameron retains Vist 
and I wanted him te babeedl further the study and broaden the study 
that he had done <n memorandum of July 6th and 26th; and to 
Mr, ues Oe — tom@ime clear the legal points,particularly 
those two I mentioned. 
as to 

So relative to your questiong Why I know, the reason 
I got going with these three memorandums was purely coming back 
from Jim Smiths acquiescence to go ahead with a broader study 
which really started with the first visit to Barry Brooks. 

Mr. Shibley: Well, I'm looking at your memo to Mr. 


r | 
Smith of August 18 and you say, = you are awaye. * T..sti11 | 
| 


feel that one of the least costly methods of financing the 


agaee Duilding without diaadvantage to either Hydro or its 
SMpxXQKRERKHX Employees would be to arrange a loan through the 

TY woul 
pension fund. eae De possible to do some work on this as 

but 

well as other alternative means of financing ¢ ag 1 would prefer 
to do it at a time when we had specific authority to go ahead 
alone or with other people to undertake a broad study into the 


whole questinn of a new building or not." 


Mae pears T as 


ieeaeed 





Mr. Genest: Read on. 





Mr. Shibley: "If you feel we should investigate such 
a study or proceed on our own g on a partial study, would you 
please let me know." Is that the study you are talking about? 


Mr. Dean: I am saying, yes I asked for permission to 





oo 


do a study, Whether it was on the terms of the total building, 
all aspects of it, whether it should be located on University 
Avenue and College or anywhere else or right outside the city, 


Il certainly wanted permission to go ahead and do a more complete 





7 ' 
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(Mr. Dean) 
study of possible means of financing other than just the pure 
my method that had been used in the OISE deal. 


Mr, Shibley: Mr. Dean, had Mr.Candy's memo of June 11 


el av 


come to your attention? The memo wherein he said that ne visited 
with Mr. Moog, who said he was going to Europe with the Premier 
as an adviseér .® 


Mr . Dean: No I don't think I saw that memorandum 


ad 


until this hearing started. 


Mr. Shibley: Had you heard of the relationship or 


ec ee em 


friendship between the Premier and Mr. Moog? 


Mr. Dean: No. 


8 a were A et 


Mr. Shibley: During the summer of 1972! 


er RE RE CAEN 





Mr. Dean: NO, the first time I knew that, I think it 
OV i 
was December ,thereabouts 971, when Mr. Candy first mentioned 


a ne 





any European financing that might be connected with @ a Canada 
Square operation, gm I can't even remember now just how he 
put that, Se 1 think it came up really as a result of discussing 
money costs, hte mentioned that Mr. Moog had gone to Europe with 
Mr. Davis, but I didn't know that there was any friendship even. 
This is all that I had known, that he had done this. I wasn't 
even sure if he had gone or not. 
P) 
Mr. Shibley: I see, and that \ge your best PESELEACEERE, 


in December of 1971 you say? 


Mr. Dean: Yes, I think this is the first time I got 


ee er eee an 


any indication of an interest rate from Mr. Moog. Until that 





time all we were basing ourg sort of numbers on if you like, was 
the fact that Mr. Moog had financed the OISE building in the 
United States, so I was tending to look at foreign exchange risks 
and possiblg the rate that might be appropriate in there as far 
as any financing would be concerned. 

Mr, Shibley: Can you be more explicit as to what MR. 


ne 


Candy said about the fact that Mr. Moog had been Europe with the Pre 
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Mr. Dean: NO, I'm afraid I can't. It was sufficient 





to give me the feeling that there was a connection between Mr. 
Moog and Mr. Davis. Whether it was a friendship [business 
deal I had no idea at all. 

Mr.Shipley: Now what did he say to you on that same 
occasion with respect to the financing of the building? 
me up in connec 


with... 


H 2554 to follow 





6:35 - 6:40 pm 
CA 


H-2554-1 


(Mr. Shibley) 





Mr. Dean: As I say, I think it came up in connection 
with ited bane sacete. and this is why I have difficulty in 
remembering just when it came up. But all it was was a question 
of he thought Mr. Moog could obtain low rates of financing because 
he was considering access to the European markets, that's all. 

Semin ersibley: Now it is in ila sci in: 8 Ree ee Mr. Moog 
showed Mr. Candy a prospectus of a Swiss bank or sgndicate of 
Swiss banks in November of 1972. 

Mr._—Genest: 971. 

Mr. Shibley: L971. Did Mr. Candy tell you about that? 

Mr. Dean: No. 

Mr. Shibley: Did he tell yau that Mr. Moog had obtained 
information while in Europe with the Premier respecting financing 
for this building? 

Mr. Dean: No. | 

Mr. Shibley: I'd iike to establish what was the connection 
in the coaversation between you and Mr. Candy in December of 1971 
as it related in part t the financing for the building, and in part 
to the fact that the Premier and Mr. Moog had been in Europe 
sometime preceding? 

Mr. Dean: Well I am very unclear as to how it came up. I 
think, Mr. Shibley, I was quite aware of the questions you have 
asked and put to Mr. Cameron and to Mr. Candy and so on. And I 
have been, if you like, stretching my imaginatinn to try and pin down 
when I first became aware of this. There is quite a long sort of 
period between June 1971 and today. And that is the best recollectic 
I can have of any relationship between the Premier and Mr. Moog, and 
XExKaxNEXXEKRXONIXXx the only way I can connect that is, and why I 
put it as December, is I was involved I think sometime during 
December with the first meeting with Zwig when I think it just came 
up when we were talking interest rates. Mr. Swig happened to 
mention the trouble he was having finding money in Canada, and he was 
also one of the only people I guess that ever supported me in the 


idea of using the pension fund moneya So it was in a general 


~*~ 
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(Mr. Dean) 
discussion on money, or money rates, and I can't pin it down any. — 
I'm trying to in other words stretch a little bit even to pin it 
down that far. 

Mr. Shibiey: I see. 

Mr. Dean: I certainly couldn't have been earlier than 
that because I have no recolleftion of even corsidering European 
money for a building like this, and getting the advantage of those 
rates at any time up to that time. 

Mr. Shibley: I see. Was there a further occasion on which 
the subject came up? 

Mr. Dean: Do you mean the friendship, orw, 

Mr. Shibley: Yes. 

Mr. Dean: No, I don't think so. My association, if you 

en 
like, with this whole project has been kind of amx off and on, asm 
I didn't really, despite the April 10 memo, I was, from the time I... 
First of ali i went out of the country in December, 1971 for a while. 
When I came back, apart from the meeting with Mr. Zwig I really 
had nothing to do with it, and I really didn't get involved again 
other than answering questions of my staff until this June 29 memo 
from Mr. Nastich. 


Mr. Shibley: In that connection, I'd like exhibit 79 produced 





to you, which is your memorandum of July 6 to Mr. Nastich. Now 
I gather you were the person who was designated to do a review of 
the financial aspects of the transaction with Canada Square, in the 
interval between the two commission meetings of June 29 and June 12 
the latter being a meeting at which they approved antering into 
nerotiations. Is that anenmate 

Mr. Dean: That's right. 

Mat 0, tiene 

Mr. Shibley: And I notice that in exhibitg 79 at page 3 
of the appendix to that document you set out your conclusion there, 
and you say,_, I want to make sure I have got the right reference. 


H-2555-1 follows 
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ERT. I'm sorry. It is on page 4 
puree of the memo itself, halfway down the 


page: 





"In general it must be assumed at this stage" — now, 
you are talking July § 6th-—— "that the following judgements are correct: 
(a) that it is preferable to finance the building through a lease- 
purchase arrangement than any other alternative available. (There 
is no possibility of our borrowing at Canada Square's seven per cent 
rate in gion ge specific mortgage arrangements in our name would be 
complicated by our German borrowing arrangements. The difference which 
financing costs make to any rental rate must be recognized. The 


Canada Square proposal would look very different at different financing 


Now, do I take it then that as at July Shh when you 
were compiling this report on the instructbns of the commission in that 
Satna YS, EOE you were then of the understanding that Canada Square would 
be borrowing @ seven per cent money? 


Mr, Dean: Let me say first of all it was on Milan 





Nastich's instructions I was working on it 
Mr. Shibley: 


id Mea ge Be 
Mr. Dean: Dean: ba nswers to these questions 


1 think basically I worked with CHE April keh report in order to prepare 





the whole of this wae phen ty some of the numbers just flow through that 


into this - 

Mr. Shibley: Yes. 

Mr, Dean: —-And the rate used in the April 10th study 
was seven per wpdbte A pdm I agree is not all Swiss. It is an average 


of the Swiss financing and the U.S. financing. 

Mr, Shibley: The fact of the matter, Mr. Dean, is that 
‘ei «Whatever Mr. Candy had said to you in December about European 
sources of funds was projected forward into your thinking as at the time 
you prepared the July 6th memorandum for the use of the commission. 


Is that correct? 


Mr. Dean: Oh, yes, I think that clumiye;: the rate 





of seven per ne I understand 1% comes from the proposal of Canada 
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ail ae mixing up the two sources of financing. 


ee eo CMe 
Mr. Shibley: Yes, and Jgmmentatertroopemoeierd on July 6th, 


1972, was the conversation you had had with Candy in December of 1971 
till in your mind when you prepared this? 

Mr. Dean: I wouldn't think so specifically. At this 
Stage I am preparing a document purely from the April 10th report 
d analysing it and trying to see where we should go from here. 
Mr. Shibley: Well, this report, of course, againg is 
very favourably inclined towards the selection of 
anada Square as the developer. Do you agree with that? 


f C stage 
Mr. Dean: I would agree that I assure at the decision 


as virtually made and that the possibility of going back and going +s 


t's just look at it as we go from here. 


Mr. Shibley: Your earliest invodvement with this 
oject was when? Was it in the period of August of [{71 that we were 
eviewing~ Mme earlier? 

Mr. Dean: No, as I mentioned, I think the earliest 
involvement was June, |71, when Wgsamet Jim Smith and I met with Barry 


Brooks. 


Mr. Shibley: Oh, you were one of the ones that 
t to see the building. You have been in this from the outset? 
Mr. Dean: Yes. 
Mr. Shibley: Is that correct? 
Mr. D ean: Right. 


Mr. Shibley: Mr. Dean, ZeciiatdeahineGees—sam@ yOu say the 


rst time that the relationship of friendship between the Premier 





a Mr. Moog prone, 82 a matter of information to you_was December of -- 


Mr. Genest: Mr. Shibley, he didn't say friendship || 

Saldop there 45soine kind of association he didn' t understand. 
~——Z 

was either business or friendship. 


Pon Mr. Shibley: Thank you. \grient , there was some 
ww. 
nnec tt December of (971. Is that right? 


Mr. Dean: Yes, that's right. 

m5 Rt 2 

Mr. Shibley: So, Mr. Candy had+-/~—— 
Se ee 


H~2555-3 Sept. 13/73 
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that 
Mr. Genest: With the wa odveats warthe witness 


himself gave, He is not very sure about the time. 
Mr. Shibley: I thought he was fairly... 
Mr. Dean: Well, I said @® that I did some searching 


of my mind regard to the questions you had of the other 


witnesses —. 


Mr. Shibley: Yes. 


Mr. Dean: <~To search my mind to see if I can 

i eee 
poinpoint a date, for I expected this question as to when it could have 
been, in December, agm@ I related .as I BaLUS YO Mr. Zwig's meeting 


~—I didn't see Mr. Candy very often on this sort of thing = 


(H-2556 to follow) 
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(Mr. Dean) 





pinpoint any relationship at all?*. 


Mr. Shibley: I see. 
Mr. Walker: putgit wasn't before that? 
Fog Fst 

Mr. Dean: It certainly couldn't have been before that. 
That's right. 

Mr. Shibley: What position did Mr. Smith hold in August 
of 1971? 

Mr. Dean: It's a difficult question to answer. Mr. 
Smith went off at about that time boast full time, for THs k 


N 


Force Hydro. So in that period he was in and out of the office. 
> were coming 
This is why the snag te he of Cameron jf to him really wé to me. 


Mr. Shibley: Now, was there something that caused the 





responses to the two memoranda from Stewart and from Cameron, ag and 
your own memorandum, all fell within the month of October 1971, just 
prior to the month of November, when, I don't hgs have to go through 
the whole resumé of activity of that month. Wseis Was there some 
reason why in October of 1971, s@ you were, so to speak, # collecting 
~Siijgr menorande from the three other departments and also, preparing 

your own memorandum in ggg anticipation of some decision being taken 
in November of that year? 

Mr. Dean: No, I don't think so, Mr. § Shibley. I think 

—— the 
Mr. Cameron's letter of October 1%: Oth was/fone I Sard was 
looking for. I think I pretty well knew the answers/I would get 
from the legal division and from the -ffeasury. 

Mr. Shibley: Well, you see, his 1s October 6th, your 
own is October 21st, Stewart's is October 25th, and we Ry td 
the fact that Mr. Moog is telling Ames that he's expecting to pursue 
negotiations within the next few weeks to a final eersipuse- 


conclusion, or some wording to that effecty. Now, I'd like to 
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(Mr. Shibley) 
know whether anything was a said to you in or about October of 1971 
which indicated that youpetter have these memoranda collected. 
because you were going forward towards a get meeting or meetings 
at which a decision might be taken, respecting ae head office 
building®, 
Mr. Dean: No, I think that when I wrote the letter to 


ee 


Mr. Sissons I was responding to Mr. Cameron's letter of October 6th 





because as far as I was eamgempmed concerned the maintenance cost, 
if you like, made a considerable difference to the pégmewe picture 
of looking at a package deal like this. And I was also embarrassed 
that we had taken quigte so liong, qn other words, it was Jine we 
went to see Barry Brooks with a ) request to look into lease 
financing, and here it was in October before I was giving Mr. 
Sissons any indication at all as to our feelings about the lease 
financing or any other kind of deal, so I guess I was more embarras 


about 
than anything «ee e1se-g the length of time we had taken. 


Mr. Shibliey: Mr. Dean, the z2gmme responsibility at the 
eee 





administrative level for this project really fell to Mr. Candy, 


yourself, Mr. Sissons, and then,at a more senior level, Mr. 


. om 
axthercole. Is that so? 


Mr. Dean: You could put it that way. Certainly, for the 


a 


first six months, but I think that in the 1971 period, we pretty 





well worked independently, qn other words, I didn't see Mr. Candy 


7 
¢very often, fhere was very little communication between us at all 
so that it was really just getting a request to do a specific job 
and replying to it, coupled with our own interest in doing quar qT ; 

Leute study on financing, if we were going to go ahead with H 
the building. 

Mr. Shibley: Well, Mr. Dean you've sat through a good 
deal of Ate. evidence before this ee and you must be aware 
of the sense of collective effort, documentary and otherwise, which 
suggests that certainly no other developer than Canada Square was 


} 
being given careful consideration by Hydro tafe, I mean intense | 


0) Heap 2 L235 2975 
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(Mr. Shibley) 

 eonsideration, until December of 1971. YOuare aware of that? 
C Mr. Deans: Yes. 

———— 


Mr. Shibley: Are you aware of why the effort of wee 





various people w#ithin Hydro during that period of time, Ine 
through to the endpf November, was so concentrated in a direction of 


(Tape H-2557 fofllows) 
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(Mr. Shibley) 

te- ed in 

ax favouring Canada Sauare as the developer to be selected 

forfohe project { 

| Mr. Dean: No, I have no idea at all. IN fact, I think 
T was ouite surprised to get such quick response from Mr. Sissons 


to my letter of October 26. 


Mr. Shibley: And later, when other developers were 





asked to make submissions in December and January, were you aware 
that Mr. Candy sort of nade Fence of February 1 saying we should 
select @aa Canada Square? Were you aware of that? 

Mr. Dean: Not at February 1, no. 


an 


Mr, Shibley: Did you become aware during the period 





after January 24 of the gy fact that once againg the whole effort 
seemed to be directed towards following up with Canada Square 
but not with any other devlonver? 

Mr. Dean: No, I donjt think I was connected closely 
enoush for that, Mr/shibley. As © say, I vretty well went 


out of it after the meeting with “r. Swic. iia 


I think my November memorandum to Mr. Banks indicated that ‘jm 
| dle finance branch 


it 
SMR 1.0't be necessary Por" to-pe involved until 


My . 
such time as we had hed Proreee  a we would be involved 
in the assessment ag So I mpuess, if anything, I was surprised that 
during January and February, at leasg, "that the proposals must 
be in, I wonder why we are not being involved, “but I never pursued 
the point or asked anybody about it. 


Mr. Shibley: Mr. Dean, I am not roing to ask you about 





any detail of the various memoranda that were prepared at the 
financial end, but in meneral termsg I want to put this to you? 
Is it not correct that, in very large measure, the financial 
data and the conclusions of a financial nature which form part 
of that April 10 memorandum were predicated upon figures for 


which you had not then any foundation in fact, in the sense of 


H-2557-2 Sept .13/73 
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(Mr. Shibley) 
having asked for the financial information from three of the 
developers affected? 

Mr. DEan: I aon,t know that that is a fair question to 
me frankly, Mr. Shibley, because I wasn't involved in the 
preparation of the April 10 memorandum. I think that I reviewed 
that after wards very quickly. I understodd there was fneetins 
with me and Mr. Nastich, and Mr.Mink and Mr. Gordon, Hie I don't 
remember that one, quite frankly. 

Mr. Shibley: Have you since examined the April 10 report? 
And have venta? ae aales Ke make upon the information therein 
contained as to its accuracy? 

Mr. Geneat: I object to that question, Mr. Chairman. 

XY AGain, he is asking a witness to pass ,judsment which is one 

forthe committee to mdke and it puts Mr. Dean in an invidious 
and 

position egigr T don't think it is fair. 


Mr. Shibley: Let me put the question another way: 





Do you recognize that the evaluations made of a financial mature 


in that report are based upon assumptions? 


Mr. Genest: I have the same objection. I don't think 





Mr. DEan should be placed ing position of being an expert to pass 
judgement in light of his current knowledge, m@ or knowledge acquired 
at the time and after this enquiry started. You supported ses 
Mr. Chairman, with Mr. Nastich, and I think this is the same kind 
Of naman 

Mr. Bullbrook: I support Mr. Genest, I want kyou to know, 
Mr. Chairman. 
Mr, Shibley: Well, I won't pursueg ;f, 
Mr, Chairman: I thought there was a distinction on it but,., 


| eS A A ae 


Mr. Shibley: I withdraw the question. 





Genest: Thank you, § ee Shi 


f 


(H-26959 follows) 


H-2558-1 Sep 13, 1973 
6.55-7.00 pm 


2s 







(Mr, Shibley) 
Mr, Genest: Thank you, Mr. Ghibiey. 
Mr . shibley: I have no further WH. 
Mr, Ghairman: I was only supporting you here before 
because your wife was here! 
Mr’ . Ghibley: I have no further questions of Mr. Dean. 
Mr. Chairman: Yes, Mr. Hodgson. 


Yr chal, arden hor sag ont hey 
Mr. Genest: je here all summer: [egitim tgs | aiting 


We CA % Ir urenla ewe oer Cis. tee 
outside, IT teit you! 
Mr, R.G. Hodgson: Mr. Dean, you said that Mr. Zwig 
had supported you with the idea of using pension funds in 
Hire MEAL 
December of 1971. You must have mentioned the Poss DILL ty i. 


Mr. Dean: Nd, funnily enough, he mentioned it. He 


“ts thare aL 
hate 8 possibility of using the pension fund! 
| Mr. R.G@. Hodgson: Did you ever discuss it with Mr. 
Moog? The possibility of usine-the mension funds bem, acimd 7 
Mr, Dean: No. I never met Mr. Moog until this 
hearing started. 
Mr. R.G. Hodgson: And yet tte made a memo, I believe 
Mr. Hhibley, would you assist me here / I believe Mr. Moog had 
a memo and in his memo he mentioned "John (Beard) Dean". 
Mr. Genest: No, that was Mr, McCallum. 
Mr. R. G@. Hodgson: Mr. MeCallum? Oh, I am sorry. 
That really threw me. My traay of thinking is pee. fone. 


Mr, Genest: Mr. McCallum's memosmindew. 


a 





Mr. R.G. Hodgson: Well I think I have explored all 





the questions I wanted to. 
| hawe a Hak i's woe 
Mr. Shibley: , Mr Callum's yd a identifying 





A 


someone he one 3 just met once. ( 
, odgson: * feat i guess I got involved with 


thinking of Mr. Moog when he came back with es beard! Lat § 

aK | wou teAn tomers KE , 
Mr. Chairman: Any other members of the committee 

have any questions of Mr. Dean? 


Mr, Dean, thank you very MUCH | «yp. 


pooear te Sep 13, 1973 
V.H. 


Mr. Shibley: That's what I call self-restraint! 

Mr. Chairman: Mr. Coles has asked me to note that 
on page 1l, I am sorry q page 2453-1 of Hansard of yesterday's 
date in regard to the dates when the agreements were signed, 
there are three references to the month of July. He tellsme 
they should read October. Mr. Jenkins of Hansard checked 
them out on the tapes; they do read July as are printéd but 
I think we will agree to change them to the month of October tat 
#@ that is correct. Any question on that? Mr. Shibley 
agrees with Mr. Coles that they should read October. 

Mr, Shibley: Yes. 

Mr. Chairman: So I have noted that on the record. 


Mr, Deans: Why don't you just call the next 





witness and get it over with? 


aK 
Mr. Chairmak: I think we are going to be a little 





longer with the next witness but thank you all for your 
patience this evening. Its late and you have been good to 
stay with us without your stomachs upsetting the microphones. 
We are adjourned until 10 a.m. tomorrow morning. 


The committee adjourned at 6:58 o'clock p.m. 


eel 
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LEGISLATURE OF ONTARIO 
SELECT COMMITTEE - HYDRO HEADQUARTERS 


The Committee met at 10:32 o'clock, a.m. 


Mr. Chairman: Ladies and gentlemen, I ask the 
committee to come to order. The delay has been caused by some 
preparation of the evidence which, I think, is now in the form 
that Mr. Shibley wishes to present it and I apologize for that 
delay. I am asking the press if they would pay attention for 
a few minutes to a very brief remark. The evidence that will 
come forth today is all part of one package and the result, or 
the final conclusion on the evidence, should not be jumped to 
without the explanations that go along with it. So, I'm asking 
the press not to make any assumptions from any statements or 
evidence that comes out early in theproceedings until all of the 
evidence of our witnessgp has been heard and that counsel for 
Hydro and for Canada Square have a chance to make their comments 
on it. Its expert witness, in one senses the way it has been 
arrived at could be classified as an opinion. Two or three 
experts may attack it from a different angle. So, I'm asking 
you not to g make any sensationalism out of the evidence until—~— 
weil, I hope you won't make anything sensational ge out of it at 
any time = but g I'm asking you to draw your own conclusions, 
sensational or otherwise, after you've heard @® all of the 
evidence. 


Mr. Gaunt: Don't get sensational too ‘Sas 
ca dice. tonto 


MNalce il- SCen Sra honual s Tiff * 
Mr. Renwick: sational when kee, 


N 
RRS Aaa ape 
[4n$6n~ 

Mr. Chairman: Now, Mr .yCartw right, I heard Mr. Renwick 

CREB TA eae 
refer to you this morning. He was pleased to meet you because 
he thought you were a computer, but, in any event, welcome to 
the committee. We've heard your name mentioned, I think, abcut 
the first day of our proceedings aaa lye 've all heard that you've 

i Fs 

been working in Yue’ back room someplace preparing figures and I 


now understand you are prepared to give us the findings under oath. 
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(Mr. Chairman) 

ig that right? 
Mr. @— Anson-Cartwright: I am sir. Thank you very 
icestisinayenlinaiacticcare italia a ose a aap 

much for your welcome. 

RONALDIANSON-CARTWRIGHT Sworn 
Mr. Chairman: Mr. Shibley. 


Mr. Shibley: Mr. Anson-Cartwright, I'd like to just 





review your qualifications with this committee, I understand that 
you are a partner in the firm of Price, Waterhouse and Co. 

Mr. Anson-Cartwright: That is so. 

Mr. Shibley: And that firm is one of the largest 
firms of professional accountants in Canada, as well as having 
offices throughout the world. Is that correct? 

Mr. Anson-Cartwright: I think that's so. I think 
other people might dispute the "one of the largest" but I would 
say it's one of the ar seem eeeue firm. 


Mr. Shibley: Yes. I understand also that you have 





been made a fellow of the Institute of Canadian Chartered Accountants 


Is that correct? 


(Tape H-~2560 follows) 
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wri understand t fe) e b made F 
the Lostitaute of Canadtaty Chartered Accountants.-—ilsthat 
corpeent? 

Mr. Anson-Cartwright: A Fellow of the Institute of 
Chartered Accountants of Ontario. A. 

Mr. Shibley: Yes. And that is a distinction, 
if I may say, afforded to ,,,. 

Mr. Genest: It's like a Q.C. 

Mr. Shibley: Well, I wonder about that sometimes. 

Mr. Anson-Carwright: If you might leave the 
analogy there. 

Mr. Shibley: Do you have to work towards that 
fellowship? 

Mr. Anson-Cartwright: No, it's a recognition 
by fellow practitioners, fellow CAs, of service to the profession. 

Mr. Shibley: Yes. Now, then, I understand that 
you are also chairman of the Tax Committee of the Ontario 
Institute of Chartered Accountants. Is that correct? 

Mr. Anson-Cartwright: That's right. 

Mr. Shibley: And the responsibilities of that 
committee of which you are chairman are what? 

Mr. Anson-Cartwright: Well, basically to make 
briefs to governments about tax matters. We intend to make 
a brief, for example, to the Ontario Government shortly. We 

Canadian 
have input into a joint brief by the Kama ola Bar Association 
and the Canadian Institute of Chartered Accountants to the 
ministers of finance and national revenue, really dealing with 
technical questions concerntng tax matters. 

Mr. Shibley: I understand that you are also a 
lecturer at the York University in Toronto in the field of 
taxation? 

Mr. Anson-Cartwright: Yes. I lecture at Osgoode 


Hall in the third year on tax policy. 
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Mr, Shibley: Yes. You lecture law students 
on tax policy? 

Mr. Anson-Cartwright: That's right. 

Mr. Shibley: Now, then, have you also been called 
upon to give expert evidence for the Department of National 
Revenue in tax cases? 

Mr. Anson-Cartwright: Yes, I have on three or 
four occasions, basically in the area of tax matters and 
evaluations. 

Mr. Shibley: Yes. Now, then, with respect to 
the matter of real estate transactions and particularly 
lease-back transactions, have you had experience with respect 
to that type of transaction? 

Mr. Anson-Cartwright: I've had experience with 
respect to both categories, real estate transactions and 
leases. I have, for example, I advised one client who has 
real estate in and around Metropolitan Toronto, very 
Substantial real estate. 

Mr. Shibley: Yes. And have you —- amggx are these 
large transactions you are talking about? 

Mr. Anson-Cartwright: Very large transactions. 
Total portfolio of this one particular client would be in the 
order of $60, 0470 million, dodlens. 

Mr. Shibley: Yes. And are some transactions that 
you have dealt with of the lease-back nature? 

Mr. Anson-Cartwright: Yes, I have dealt with lease- 
back transactions for some of our large corporate clients. 

Mr.,Shibley: Yes. Have you also acted for developers —_ 


Mr. Gnson-Cartwright: Oh, yes. 





Mr. Shibley: .4..0n large transactions? 





Mir. Anson-Cartwright: Well, let me say that our 
firm has a number of developer clients and I have assisted in 
advising them. 

Mr. Shibley: Your firm is in no way connected with 
any firm that either made a submission respecting the Hydro head 


office building or considered making one? Is that correct? 
} 
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Mr. Anson-Cartwright: Not to the best of my 
knowledge. 
Mr. Shibley: Now, then, before we get to the 
substance of your report, Mr. Anson-Cartwright 4 
Mr. Genest: Mr. Shibley, I'm sorry to interrupt. 
I don't want to prolong it or make your task more difficult, 
but some of tnese matters come UP 5 I wonder if it fight be —— 
I have a couple of questions on the qualifications and I 
wonder if it might not be more convenient as we are dealing 


with subject matter that I Wéapexepemx raise them,amm@i I just 


with your permission, Mr. Chairman, I would like 





Mr. Chairman: Yes, well, proceed. I don't want 
a lot of aapiepiapesy inl Linyptens aaienabiel 

Mr. Genest: I just wanted a little more detail 
about the developer experience gym of Mr. Anson-Cartwright 
and whether he had actually acted or been a principal or 


a principal adviser in the negotiation of a development 


om the 
transaction frema deve loperNe side. 





H-2561 to follow 
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Mr. Chairman: ie) Cartwright, thesequestions are coming 
from me. It makes it a little awkward when you have got to listen 
from behind rather than in front; but what you are doing is fine 
there, if you will just take the next few question$/coming from 
me. 

Mr. Anson-Cartwright : Yes, I have actually advised 
developer clients Mr. Genest. I was really one of the ones who 
assisted in the setting up of what is now a very large development 
company and I have advised them for a number of years on actual 
transactions as well. 

Mr... Gensst:; And have you been involved in the negotiation 
process? 

Mr. Anson-Cartwright: Yes. 

Mr. Genest: With the client. 

Mr. Anson-Cartwright: Yes. 

Mr. Genest: On deals? 

Mr. Anson-Cartwright: On deals, yes. 

erg intr I have for now Mr. Chairman. 

Mr. Renwick: Mr. Chairman, perhaps Mr. Shibley, so that 
the record would be perfectly clear on it, would dixkknuxft distinguish 
Mr. Anson-Cartwright from other witnesses who have mpeared and make 
it perfectly clear that he is retained on behalf of the committee, 
and also characterize the nature of Anson-Cartwright as a witness 


here. 


Mr. Shibley: The committee will remember that at one 





point I requested the authority of the committee to retain Mr. 
Anson-Cartwright as an expert, and that authority was given. Mr. 
Anson-Cartwright, I take it, that as per the face page of your 
report, your retainer respecting your report and your attendance 
here to give evidence is a retainer treated by you as one from 
this committee. 


Mr. Anson-Cartwright: I regard myself as trying to provide 





input regarding the transactions specifically for the committee 


members. 
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Mr. Shibley: Yes, and in that respect, were you instructed 





to approach the matter on the basis of the evidence tendered to 
this committee of a financial economic or other nature, respecting 
the transaction, w as well as to bring to bear on £&kis the subject 
of your report, your own expertise? 

Mr. Anson-Cartwright: Yes. I think that at the inception 
of this committee you had a memorandum of =- I seem to recall 
there were six specific questions and in my report I tried to deal 
with questions one and three which kée# basically are the terms 
of the arpreement financially and economically sound, and the 
other question was, did Hydro take all necessary steps to obtain 
competitive proposals. In addition I tried ta, during the course 
of theseM proceedings, to analyze all financial matters that 
came to my attention through scanning Hansard. 

Mr. Shibley: Now did you also have w-~ 

Mr. Walker: One point Mr. Chairman, your point #3, I am 
not sure I gather the sipnificance or the connection between your 
involvement in it and our rough guideline, whether Hydro took all 
the necessary steps. Can Sg haba gk on that? 

Mr. Genest: I should make my position clear on that Mr. 
Chairman, I have some quake questions to raise on the line as 
to -- and this is no attack on Mr. Anson-Cartwright, but as to 
his qualifications to make a judgment in that area on question 3. 
I will have some submissions when we come to that, but I wanted 
this caveat put in. 

Mr. Shibley: Well then Mr. Anson-Cartwright, did you 
have meetings with representatives of Hydro from time to time, 
respecting the preparation of your report? | 

Mr. Anson-Cartwright: Yes, I had three meetings with 
senrenart cbiseesor DAUEPIS Niyero, one earlier on in the stage in 
the course of these proceedings Wdltedaxficcs- in Mr. Nastich's office 
with Mr. McCallum present, Mr. Dean and Mr. Lamb I believe. I 
also met on another occasion, again in Mr. Nastich's office, and 
I believe there was present Mr. Lamb, Mr. Nastich, I don't think 


Mr. McCallum was present at that particular occasion, and a 


— > 
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(Mr. Anson-Cartwright) 





CRBESS oi wee. couple of other representatives of Nydro =m 


in the financial area. 

In addition, I thinkg on Wednesday of this week, I 
met with MR. Nastich and we went over my draft report in some 
detail. We spent the afternoon together. 

Mr. Shibley: And in the course of that afternoon 
discussion, did you and he discuss the factual premises upon 
which your report was founded? 

Mr. Anson-Cartwright: Yes, I'd say the purpose—— 
what I gathered to be the purpose of the meeting~— was to ensure 
that my report was financially sound ~-—pardon me, was factually 
sound-«—=from Hydro's viewpoint. 

Mr. Shibley: Yes. And did you incorporate any of the 
take Sugeested changes that Mr. Nastich had? 

Mr. Anson-Cartwright: Mr. Nastich had a few changes 
to suggest and I did incorporaté them, in fact, in the report, yes. 

Mr. Genest * Did he incorporate all the changes sug- 


TT NY 
rested by Mr. Nastich,because I don't understand that to be the 


Mr. Anson-Cartwright: Yes, I did incorporate all of 
the factual changes that he had suggested, in addition to comments 
that he had made. For MR. Genest's benefit, I did not make one 
change that Mr. Nastich had suggested, and that was in the struc- 
ture of my report, ‘ond I didn't really regard that as a change 
per se. I think it's my function to structure my report in the 
manner that I think is the proper presentation for this committee. 

Mr. Bullbrook: I wanted to clarify one thing if I may. 
I don't regard this report as a judgement on the part of Mr. Anson- 
Cartwright but rather his opinion, as an expert, given to me, upon 
which I will form a judgement. 

MR. Anson-Cartwri¢ht: That's the way I had certainly 


er 
hoped that the Committee would take my report. 


H-2562-2 Sept. 13/73 
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Mr. Bullbrook: If Mr. Genest takes issue with the 
factual situation, I certainly would understand his position. 
But I just wanted to clarify it. 

Mr. Genest: Don't read anything sinister in my remarks, 
Mr. Bullbrook. 

Mr. Bullbrook: No, I just want to relieve you of the 
burden of having to object to——as Mr. Walker seemed to do, under- 
standably because of the phrasing —_.to whether this witness is 
coming to a conclusion for us. He is so far as I am concerned. 
He is giving me his expert opinion. 

Mr, Chairman: That is the position I take in regard 
to it, Mr. Bullbrook. 

Mr. Walker: My question, Mr. Chairman, was more related 
to question 3 in the Terms of Reference that we adopted ourselves. 
Did Hydro take all steps necessary to obtain competitive proposals? 
And I really wasn't sure how Mr. ed into that 
particular slot. I can certainly see number one, and p more power 
to you to bring it forward and let's see what you have to say. 

But I'm wondering what you have to do with respect to number three. 


Mr. Shibley: I think it will be clear to you. 


Mr. Walker: Well, I'm answering Mr. Bullbrook's comment 


on my comment. 


Mr. Chairman: Well gentlemen, I - 
cA EE ihtheianestnte a 


Fal 
. 


Mr. Genest: LET"S WAIT UNTIL WE GET TO IT. 


% 
Mr. Chairman: YES .THAT WAS THE POInt I was goimg to 


make. I think if you'll let the evidence proceed, the Committee, 
I am sure,will attempt to be fair to all the points of view that 
want to be put forward either by Canada Square or Hydro. But, with 
ani ne I have given the press, I think maybe Spleumaliomeseme ss 
can let Mr. Shibley proceed without too many interruptions. 
Mr. Way. Newman: Mr. Chairman, I 5 ie Bt aaa ne to 


a ee eee 
pursue this. He asked Mr. Anson-Cartwright if he had consultation 


4 
with Hydro. I'd like to know if he had consultation with Canada 
Square people, or he had consultation with our counsel on this 


matter too. 
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Mr. Chairman: I don't know about Canada Square. 





Mr. Shibley: Would you care to comment on either? 


MR. Anson-Cartwright: I have had no communication 





with Canada Square whatsoever, The second point you raised, 
ba “spre You 
eau hounded meaning Mr. Shibley? 
Mr. Wy. Newman: Yes. 


Mr. Anson-Cartwright: Since May, I think May 15 or 





May 11, I was appointed as an advisor in this matter. I have met 
with Mr. Shibley,I would say,for a maximum of four hours. I 
have had two brief discussions with him in his office, and @ 
<i 8 Ome little while akOy and in the last two days I have met 
with him to discuss this matter. 

Mr. Shibley: Just in that latter connection, Mr. Ansons 
Cartwright, was most of my discussion with you subsequent,in point 
of time, to the draft report which was provided to me, and I 
might say,almost simultaneously,to Hydro on Wednesday of this 
week? 


Mr. Anson-Cartwright: That's right. 


( Tape H-2 63 follows) 
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Mr. Shibley: I might tell the members of this 


Committee that I received the draft material late Tuesday. 
I didn't read it myself until Wednesday morning, early. 
I had a meeting with Mr. Anson-Cartwright at 8:00 o'clock 
wednesday morning. I called Mr. Nastich and gave him 
the self_same material as had been handed to me at that day 
so that he might have the morning to review it in anticipation 
of his afternoon session with Mr. Anson-Cartwright. Prior 
to the, I'm sorry go ahead. 

Mr. Anson-Cartwright: I guess you were with me at 
a meeting with Hydro officials and if you are counting time 
you were probably with me another hour or so. 

Mr. Shibley: Well, that was the first meeting only. 

Mr. Anson-Cartwright: That's right. 

Mr. Shibley: You went to the second meeting alone, 
I believe, 

Mr. Anson-Cartwright: Right. 

Mr. Shibley: The amount of communication between you 
and I prior to Wednesday of this week was what? 

Mr. Anson-Cartwright: You've just been too damned 
busy so it has been almost negligible. 

Mr. Shibley: All right. 

Mr. Anson-Cartwright: In other words I've had to go 
it alone. 

Mr. Shibley: All right. On the other hand Mr. Bell 


has been providing you with the exhibits as they have been 


September 14, 1973 
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(Mr. Shibley) 
received. Ig hal cavreck ? 

Mr. Anson-Cartwright: That's righta. I've been 
receiving exhibits daily. 

Mr. Shibley: And in particular he has tgegga providtelg 
you with the files of the four developers who made their 
vip kaka 

Mr, Anson-Cartwrighnt: Yes. 

Mr. Shibley: Including all their work~up material 
Such as it was contained in those files. Is that correct? 

Mr. Anson-Cartwright: I've seen what has been 
provided, what has been provided to me has been files from 
the various developers. I wouldn't say they were necessarily 
complete in every case, but I have — 

Mr. Chairman: You're not suggesting that there is 
evidence that we haven't seen yet, are you? 

Mr. Renwick: But you've seen everything that we have. 


re rr ees, 


Mr. Anson-Cartwright: I have seen everything that 
you have seen, let me put it that way, Mr. Wacbah. 

Mr. Shibley: And you mentioned tmmk scanning a 
transcript, , Po I take it you have attempted to receive input 
froin that source as to matters financial and economicag ? 

Mr. Anson-Cartwright: Yes, I don't think I would 
be doing my duty if I didn't scan fm Hansard to ascertain 
if there is material of a financial nature that I should be 
taking into anak consideration, both from the developers) 
viewpoint and Hydro's viewpoint. If I had to read all of 
the commentary, well I started doing that and that was what 


I called a sure cure for insomnia. 


September 14, 1973 
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Mr. Shibley: but as far as evidence of people from 
Canada Square, the other developers, you have attempted to 
glean from Hansard any input that they had to make respecting 
their approach to the questions that you were trying to 
arr ish 

Mr. Anson-Cartwright: That's right. 

Mr. Shibley: Now then before going to your report 
and so as not to put it out of perspective, I want to put 
it to you, Mr. Anson-Cartwright, that whatever may be disclosed 
in terms of your report as being benefits to the developer, 
the benefits to any one of the developers that who Hydro 
might have dealt would be something ratgjble to the same 
benefits as outlined in your report%. Is that so? 

Mr. Anson-Cartwright: I think that's so, yes. 

Mr. Shibley: And it really becomes a question of 
whether Hydro measured those benefits properly and obtained 
the kind of advantare in a rental rate that it should have 
obtained, having regard for the benefits gpwakg@adxk available 
to any developer with whom it might have dealt. 

Mr. Anson-Cartwright: I think that's so. I think 
that this type of lease-purchase transaction could be good 
for both sides. 

Mr. Shibley: Yes. 

Mr. Anson-Cartwright: In my report I have indicated,- 
as we will see, the magnitude of benefits gR which could 
accrue to the developer. 

Mr. Shibley: Yes. 


Mir. Anson-Cartwright: I would also add that there 





could be benefits that are accruing to Hydro. I've not been 
asked to assess those per se. 


Mr. Shibley: Right 
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IMr. Anson-Cartwright} hug T tule 
lLurprryp: the real question then is: "Did Hydro, in fact, get 


the, share in the benefits of the developer?" (that \- the duet. 
way I could express it, or were there too many benefits left 
behind’ Ana that's what I've been trying to analyse through the 
data and, of course, I wouldn't want to usurp the committee's 
function. They really have to take into account what I have said 
and make their own judgement. 

data 

Mr. Shibley: In compiling the eee you, of course, 
have also had the benefit of a computer programme available within 
your firm? I< ry pry 

Mr. Anson~-Cartwright: We prepared a programme 
specifically for this. 

Mr. Shibley: Did you find that similar computer 
programming had been done by any of the other developers from 
the material provided to you? 

Mr. Anson-Cartwright: Yes, one of the other developers 
had prepared a similar computer ce ciecenieeeenin on the developers 
actually had computer programmes. 

Mr. Shibley: Who were they? wii 

Mr. Anson-Cartwright: Ellis-Don and YAR Properties. 

Mr. Shibley: Sma Mr. Chairman, the manner in which 
I want to deal with the report itself is as follows: I intend 
that the report be made an exhibit and distributed only to counsel 
and to members of the committee in the first instance as I have 
completed my examination of any given page of the report and, only 
then, will that page of the report be provided to the press so 
that there will be no misunderstanding as to the meaning of what 
is contained on any given page and the benefit of the explanation 
of the witness will be a matter of mr by that es a of aise Now 


| ask etre tat wets icth To 
— Mr, Bullbrook: Mr, Shibrey<“P ih & eens abo 








that at all. How do we expect the press to understand what's 
going on if they don't have the material in front of them and convey 


p 
to the public an appropriate understanding of it? 
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Mr. Chairman: You suggest that after we have dealt 
with a page - 

Mr, Shibley: Just as we did with Mr. McCallum's file, 
for example; you had the whole file but as we dealt with a page 
it was them distributed. I must say there is a distinction, and 
I think it's the one you're thinking about, In the case of Mr, 
MeCallum's file, we gave the press the page as we were dealing 
with it. As a further precaution, and I grant what you say is SO, 
that it will be more difficult for them to follow the oral testimony 
if they don't have the page in front of them while we're dealing 
with the testimony, I'm in your hands on that score. 

Mr. Bullbrook: I take it that your concern, Mr. 
Shibley, is that there might be a reporting on a page, an 
individual page, which would be factually not sound. I want to 
Wak say that my particular attitude would be that, on the balance 
of abilities there, that I'd be inclined in favour of giving it 
to the press so that they would be able to follow it more clearly 
and understand it and report it more accurately. 

Mr. Chairman: That would be my thought on a page by 
page basis that the press might have it at the same time as we're 
doing it. I don't know how much is on any page but it's Bm 
difficult for anybody to follow figures if they haven't got them 
before them, What I was really concerned about is the press 
getting it and looking at the last page and saying: "Ha, ha", and 
running off to the telephone, Ja puasbian rd cs. 


Mr. Shibley: The intention is then that they have 





the page as we're dealing with it? 


Mr. Chairman: I'm ready to hear from Mr. Genest and 





Mr, Finlayson, in fact anybody, but I would think that the press, 
in fairness, should have them as we come to them. 

Mr. Deans: Mr. Chairman, I would like to, before 
Mr. Genest says anything, I think that we should follow the 
suggestion that you have made, that Mr. Bullbrook is obviously 
in support of. There is a certain amount of trust involved. I 


would prefer that they would be given the item being dealt with 
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(Mr. Deans) 
in order that they can follow it through with the committee. I 
don't know what the report looks like,or how it's drafted, so it 
is very difficult for me to determine whether a page is necessarily 


the right way 





(Tape H~2565 follows) 
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ORE weg torterat. I would have thought that if 
we are going to deal with a particular topic and we are going 
to follow that topic through to its conclusion that the 
press should be able to follow it along with the committee, 
am (ee have to trust their good judgment to report accurately 
what the evidence is as opposed to what simply appears in 
print. And we may Yr. Shibley may, because of certain 
headline writers, be a little wary of what the headline might 
report. I don't think that ... 


Mr. Chairman: Well, I would agree. Now, anybody 





that is contrary to thate=—Mr. fenest. 

Mr. Genest: Mr. Chairman, my basic position is 
that the report itself until the witness has gone through it 
should really not be evidence. I'm very fearful of the report 
just being entered holus-bolus in advance as an exhibit for 
several reasons. 

On Some counts I propose to-~— we dis&gree 
fundamentally with some of the assumptions made by Mr. Anson- 
Cartwright. And I say this with all due respect to him. He's 
giving em expert opinion in areas of controversy. 

In other facets of this reporty for instance, one 
dealing with a third question as to —tiesmpummmenisdistadagees whether 
Hydro took the competitive steps 5-1 have some submissiogns 
to make about whether or not it is proper at all to receive 
expert evidence on that subject and whether this witness is 
qualified to give opinion evidence on that subject. 

There are statements in the report that if the 
assumptions on which they are based are @mm not clearly explained 
and the controversy that exists about them @Senot clearly 
explained, conclusions could be drawn, as somebody said, by 
a headline writer which are in my submission, quite unjustified. 

And I'm very fearful of having this;4gain, this is 
not only-mI know that you are concerned with your investigation 


but you've got to bear in mind the realities of the situation, 
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(Mr. Genest) 
that the public is following this and that the public sees 
what aay readsin the paper, which could be very damaging to 
Hydro when it all comes out ait shouldn't really have been 
that way. 
We've had that experience before many times in 
this hearing. So I'm extremely concerned that for a slight 
inconvenience to the press =m we could cause great damage. 
You si legal position is—-I don't want to be legalistic 
in front of this committee—— but the legal position is that 
you don't file reports. What courtsNememe“what tribunals 
iNgeo i. evidence, sworn evidence of a witness, Sha eee 
a report Gamminge at the end,if it covers everything that he 
seme this the sake of convenience may be filed, but the evidence 
is what the witness says here under oath, 
Mr. Bullbrook: We understand that fully. I just—— 
Mr. Genest: Mr. Bullbrook, you are a lawyer and— 
Mr. Bullbrook: Mr. Genest should not werder 
through the misapprehension that I think the report is the 
evidence because the report isn't the evidence. What he 
Swears to under oath is the evidence, I would want you to know 


that, sir, fully. 


Mr. Genest: Mr. Chairman, you see, it's an exhibit. 





It becomes an exhibit under your counsel, Mr. Bullbrook. 


Mr. Bullbrook: Well, as far as the exhibit, that 





doesn't cause me any concern. Basically we will weigh® the 
import of that exhibit as we've weighed the import of every 
other exhibit. 


Mr. Chairman: I hope we don't have to @& accept 





every exhibit we've had on its face value. 


Mr. Walker: Are we going to have both, Mr. Chairman? 





Are we going to have both the report and then word gb ygword 
what the report says? 
Mr. Chairman: Well, I'm not so sure it will cover 


ned 


every sentence in the report. I haven't seen the report but 
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generally speaking I think you're going over page by page. 
Mr. Walker: Well, what are we talking about 
EW eport for if we are going to go through it word by word 
| anyway? The report ultimately becomes the actual transcript. 
Mr. Shibley: Well, Mr. Chairman, if I may so, 
I was asked, I think in discussion with yourself and some of 
. the committee, to attempt to telescope this estebeiuns evidence. 
I passed along instructions to Mr. Anson-Cartwright that this 
committee was looking for a written report from the committee 


because this is what the committee instructed me in turn to 


instruct Him gsc 
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H-2566-1 


(Mr. Shibley) 





ai esieeteiiets: to do. and that in that report,/in a 
) 


summary way, outline what his outline of facts was, what his 
opinions were, and to be as concise as possible so that we might, 
without a lot of elaboration, going on for days of evidence, get 
the same thing, as I say, orally. 

I think the report will have - first of all, let me 
say that any court of law would accept this report as an exhibit. 
I don't agree with Mr. Genest - provided, of course, that the 
court will take it and weigh it as to how much of the report is 
moing to be acted upon or accepted, against the background of 
the testimony of the witness as tested. 

Secondly, I must say that my intention is for us to 
fo through the report with Mr. Anson-Cartwright, and,where it 
needs elaboration or explanation, or where an issue respecting a 
statement in the report has been drawn to my attention by counsel 
for Hydro, as he has done, I intend to immediately alert the Com- 
mittee to the fact that Hydro has raised an issue as to the 
correctness of the assumption, and then have the witness submit 
to examination in that area. 

I have invited counsel for Canada Square and HYDRO ‘bo 
submit to me questionsx in writing. They haven't done so, but I 
have had the benefit of conversations with MK. Genest in particular. 

As we go through the day, anfthing that they want to 
ask about as part of the report, which they have had literally 
short of two hours, as long as I've had it, then I am prepared to 
have the witness's report tested so to speak,by examination first 
by me and any ancillary questions by others. 

But I think it would be frivolous to throw away the 
benefit of the consolidation of his material, prepared as I say, 
on the instructions of the Committee. 


if 7 , 
VW C “AL 


—— 


inti My Roruanerte hia, )'&e Crae a (idoah My bl uyanh 
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Mr. Renwick: Mr. Chairman, at the risk of a little 
bit of awkwardness and inconvenience to me as a member of the 
Committee, I would be inclined to think that we,as members of the 
Committee, should suffer the same awkwardness and inconvenience 
that the members of the press do, and that we should not be given 
the whole report. 
é Now this may sound awkWard, but I have two reasons for 
doing it. The press are the representatives of the public: this 
is a public inquiry, and this ae very essential and important 
part of it. Secondly, experience has shown, and I think all of 
the members of the Committee will agree, that,regardless of the 
wat best will in the world, somehow or other leaks do occur, aphid 
Me. Chairman: I'd been blaming you for them all, Mr. 
Renwick. 
Mr. Renwick: I understand that. I unders tand that. 
So, as I say, in order to get our feet wet, and see whether or not 
it works, I would just as soon have the same awkwardness and incon- 
venience that the press are subject to. And we can look at it 
arain at the adjournment and see whether we're doing all right 
this way or whether we have to change it. But let's get on with 
it or the/preliminary matters will take up the rest of the day. 
Mr.Chairman: I told Mr. Finlayson I would give him an 
opportunity. Just commenting on yours, however, Mr. Shibley tells 
me it's going to be awfully difficult for him to <u 
Mr. Shibley: Impossible, just impossible. Jt: Aull jc ow fr 
if we do it that way. 
) which 
Mr. Finlayson: May I make a suggestion/kmak I think 
is realistic and follows the spirit of what Mr. Shibley has sug- 


gested. I have just seen the report this morning, and there was 


mt a a —— Ce ae ee eeeeeeeEEOeeeeeaeeeeeeeeeeeeEeEeEeeeeeeeeeee ee 
~ 
o 


f . t- 
another version Avhich my client saw a last night, and I have very, 


fi 
very serious reservations with respect to certain portions of it. 


oa 





Now, what I suggest that we do is that we deal with 
this on a sort of a topic basis, that Mr. Shibley should be permit- 
ted to ask the witness about certain sections that he has, and 


Kehe report is set out in sections so that this is not going to be 
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any type of a problem, and then, prior to it being released to 


the press, that Mr. Genest or myself might suggest Cert sten 
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to pur te the isidnees 
einen. certain questions to the Chairmary, and 


perhaps members of the committee would have questions of their 


(Mr. Finlayson) 


own, so that when the section of the report is released to the 
press, and they have had the benefit of not B® only the report, 

but the examination of Mr. Anson-Cartwright on that, so that they 
would then be in a position to put whatever qualifications that 
the witness B&B m ay have made tobhe report into any press report. 
Now, I submit that this is an awkward way of doing it, I 
appreciate that, But sage there is no question about it that ett 
newspaperg reporters and radio reportersg having their own 
personal deadlines to meet, @M if they want to get a news release 
out on a certain hour then they have got to take whatever they 
have got at that time and that is all the information they lave. 

I think, Sea with respect, we can be as fair to everybody as 
possible if we can proceed on a section~by-section basis. Now 

Mr. Shibley has mentioned a page-by—pare basis. I think that is 

a little awkward, but certainly section by section does solve 

my problem. 

Mr. Chairman: I gather the gist of your auRgeeyLOD 
though, is even on section by section that the section would not be 
made public to the media until after it had been dealt with, not 
before it had been dealt with. 

Mr. Finlayson: That's right. 


Se A LR 


Mr. Deans: No, no. 





Mr. Finlayson: pos bas the members of the committee will 


have it in front of them. yn 
That, fle eutively 12> the face SP estat LZ susses tes 
Mr. i eae i really nk, I 


say this most respectfully, we are complicating it bitabeyond 


reason. T agree, Pie, 
Mr. Chairman? nk we are making our own problems 
here by drawing undue attention to something that if we got on 
with the job and the final result is in, I haven't seen the report 
other than looking over Mr. Shibley's shoulders here, but I gather 
the explanations in kam there is nothing very much to be 


alarmed at the end result. 
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Mr. Deans: Mr. Chairman, one point. 
Mr. W. Hodgson: Fuh of f bes A oper 
Mr. Chairman: Well, I have got some figures here that 
I have heard from various committee members and from counsel. 
Mr. Deans: Well, can I make a point, Mr. Chairman? I am 
a little @w@ afraid of Mr. Finlayson's suggestion. I can well 
understand it. The problem is that-- I agree that it should be 
dealt with by topic. What I am worried about is that we gm are 
deviating entirely from the way we have taken evidence all the way 
through the hearing, that we have taken evidence by putting whatever 
the evidence was as an exhibit, we have been dealt with the exhibit 
and the press have reported whatever it was that hel ate eased 
from the evidence that came out. I don't see why we should 
deviate from that today. I think that Mr. Anson-Cartwright has 
a report which he is prepared to substantiate to the best of his 
ability. Hydro and Canada Square obviously wld bien have the 
opportunity to Gamemse cross=examine through the chair, and 
therefore we should -- the point I do agree with isqrather than 
page by pRee,verse by topic might be more realistic, but other 
than that, ro we ought not to in any wayagme try to have the 
press pick up the import of the report, simply from the questions 
that are asked, because that could well be more damaging than 
having the report in front of them. 
Mr, Chairman: Mr. Walker. 


ET IT 


Mr. Walker: Mr. Chairman, I tend to align myself with 


what Mr. Renwick has suggested. I think nateg Sone the most 


appropriate manner. It may be a bit more awkward and it may cause 





us some difficulties, and maybe we may have to even extend ourselves 
a bit. However, there are competing ph eae Al ha we have indicated 
in the pasts there are many interests here that are at stake and it 
is in the interest ‘of this committee that in the end we can say 

that we handled the matter properly. While it may take a bit longer, 
it may be a bit awkward, I am prepared to agree with what Mr. Renwick 


has proposed and suggest that we should find ourselves in a similar 


H 2567-3 Sept. 13/73 
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position as the news media. 

Mr. Chairman: Any other comments? 

Mr. Allan: My only comment, Mr. Chairman, is that we have 
a very competent chairman. I suggest that he indicate what we 
will do. 

Mr. Chairman: Mr. Hodgson. 

Mr. R.G. Hodgson: Mr. Chairman, I think you have alerted 
the press to the danger of this reportines, or getting involved in 
something that isn't factual or comes out in the end, and I have 

a tendency to trust the press at this time, because there are 
other certain things that @ are on their shoulders, which if they 
don't do properly, they are responsible men and women and I have 
a tendency to trust them at this point in time, because you have 
alerted them to the possibilities and the problems, and they are 
bie enough to realize the errors of their ways if they get into 
that area. 


Mr. Chairman: Thank you Mr. Hodgson. I am going to rule 





this way: that the members of the committee will have the full 
report in front of them, I may ask Mr. Moore to gather them up if 
we recess or if we go on lunch period. aireiiiatntiemes: it is not as 


though the report has not been 


Tape H 2568 follows 


H-2568-1 Sep. 14/73 
11.15 to 11.20 am 
fvk 


(Mr. Chairman) 





Tie Ae el meee om CRN rane mr athe st SEI — RR 





released. Mr. Walker has a copy of it. 
Mr, Walker: I don't have a copy” 
Mr. Chairman: I thought you had a copy because - 
Mr, Walker: I don't have a copy, no. 


Mr. Chairman: @I thought you released one to him 


——— 








yesterday. I'm wrong in that. 


Mr. Walker: He wouldn't do it. 





Mr. Chairman: Well, all right. I understood and 
asked him if he would release a copy to you yesterday but, 
certainly, the two counselg for Canada Square and for - 

Mr. Waiker: I was going home but decided gm I'd 
better not go. 

Mr . Chairman: Oh, all right. I thought you had a copy 
of it,and my Ataie he haute I spoke to Mr. Shibley - 

Mr. Walker: My suspicious mind told me to come back. 

Mr. Chairman: - and in view of the fact that you 
weren't to be here today, I thought you had a copy. 

Mr. Renwick: Mr. Chairman. 

Mr. Chairman: Yes, Mr. Renwick. 

Mr. Renwick: I @g dislike being awkward, but I'm 
going to be awkward. «telgigminignweastroesigesese Mr , Shib ley Sgagmies made a 
comment that it would be difficult for him to proceed in that way 
but, subject to what Mr. @& Shibley has to say, I'm inclined to 
sannboes challenge your ruling for the reasons - 

Mr. Chairman: Just let me complete my own thought on it. 


a ee 


Mr. Renwick: - which I have stated earlier, 





Mr. Chairman: I was going to rule that the committee 
members all have copies of Ge ieceemias on how far we get y that 
they would be gathered up by Mr. satis that the press would 
get them page by page as we come to them. I gather that that can 
be done. Mr. Shibley. 


Mr. Shibley: I just want to understand the second 
TET 
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(Mr. Shibley) 
part of your ruling. As I arrive at a page, and while I'm dealing 
with it, the press are to have that page in front of them. 

Mr. Chairman: Right. 

Mr. Shibley: Thank you. Just in deference, Mr. 
Renwick, my reason for saying it's awkward is that it saves so 
much time if, as the witness is reviewing a topic on a given page, 
you can read the content of that page along. In the material 
there are many arithmetic matters set forth and, without the 
figures set forth in front of you, without the statement emma 
Gimme that's being explained being right in front of you, it would 
be very difficult - 


Mr. Renwick: Are we talking about the same thing? 





You are going to provide, page by page to the press, a page at 
a sea nial y can't we receive the report page by page? What does 
that do? 

Mr. Shibley: Frankly, what's the difference, Mr. 
Renwick? 

Mr. Renwick: The difference is - 


Mr. R.G. Hodgson: We'd have a bound volume and they 





would get the loose pages. 
Mr. Renwick: @ I understand that. I understand that 
quite clearly. 


Mr. Shibley: I have no concern about the members of 





the committee having the whole mp report at the outset because 
ultimately you will have it in any event, and secondly, I'm 
presuming upon the fact that all members of the committee will 
maintain gm confidentiality. 

Mr. Renwick: But that's an assumption that I'm not 
prepared to run in this instance. I am not. If we have gone 
through all of this elaborate .=.because of concern to protect 
people then I'll be damned if I want to be a member of a committee 
subjected to the usual ge result that,somehow or other, the 


information, inadvertently or otherwise, gets out. If you're 


going to go page by page, and the press are going to have it 
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(Mr. Renwick) 
page by page, I will put up with that inconvenience and have 
it page by page. 

Mr. Shibley: I can tell you, Mr. Renwick, it's not 
going to take that long. You see, the report is formed up as 
a summary of findings right from the outset. 

Mr, Renwick: Ail I wanted was yourpxplanation and 
IT understand the explanation and I would therefore ask the 
Chairman to vary his ruling to provide page by page to the 
committee as we deal with it on a trial basis until the noon 
adjournment to see whether or not thiéythe way in which we can 
proceed and, if you do not choose to vary your ruling, then 
i tea must say, being awkward, I would want to challenge it. 

Mr. Chairman: Gentlemen, let me just have the floor. 
You've challenged it, Mr. Renwick, and that's fine and right and 
I don't intend to vary the ruling because they are bound and it 
is there. But I won't be disappointed for one little minute 
if the committee decided to do it. 


Mr. Renwick: Well, I would. 





Mr. Chairman: But I'm going to say this, if the 





committee doesn't support my inne same procedure 
Qs you are recommending. 


Mr. Renwick: All right. 


Mr. Chairman: Is that all right? / 


Mr. Renwick: Yes, and @ I'll abide, he result of 


ee el 





the ruling. 

Mr. Chairman: So, in other words, if they accept 
my ruling, fine. If they turn my ruling down then we'll adopt 
what Mr, Renwick is proposing. Is that reasonable? 


Zot 
Mr. W. Hodgson: Mr. Chairman, we haven't ote 





like this in this committee. I'm in favour. I don't see any 
harm. I don't think we should be putting any great advantage 


over the Press spe—mgieee 
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maps ere asking for confidentiality and their co- 
operation. Why should we, as committee members, be put at an 
advantage over the press at this time? 
I'li support Mr. Renwick. 
Mer. Chairman: I'm not worrying about the vote. 
| I'm not going to figure that it's any great —I just want 
| to get on with it. It's not going to upset me. 
| Mr. W. Newman: Mr. Chairman, in order to move 
this along, I would like to see us deal with it page by page 
until noon without having to Bhatioties aertiire yi lire, 
| Mr. Chairman: All right then, It's not upsetting 
me . 
All those in favour of my ruling? Four. 
Opposed? Five. 
The proposal will be dealt with in the manner 
suggested by Mr. Renwick and I'm not in the least upset and 
I'm not going to go home crying. 
Mr. Renwick: Until noon? 
Mr. Chairman: Until noon. That was your = 


Huu 
All right, we'll take a recess now so ag the pages may be 


separated. 


The COnurdtee recat Ave hy au I ZI ie eleet cu 
wed, : : 
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Mr. Chairman: Ladies and gentlemen, I call the meeting 





back to order. I apologize to the pmm@e press for having staken 
stolen one of their tables. They will have to get a little more 
friendly than they have been. 

Press +q@iimike: With who? 

Mr. Chairman: With each other, not with the committee 
necessarily, but they will have to bear with us. As 1 Say, i 
apologize to them but I certainly don't want them up at this 
table that now I find behind me. They have been kind to the 
Chairman, they have given him page one. 

Mr. Moore's secretary here who is in charge of the table, 
wonders what the exercise is all about, but Mr. sntprey 2 understand 
you are ready to proceed? 

Mr. Walker: Just one caveat Mr. Chairman. It's really 
the point that I have been trying to raise, and everyone says, 
rife are going to come to it, we # are going to come to it’, but 
we have had these problems already with respect to what may or 
may not be in the report. I don't want to find the situation 
where Mr. @ar Anson-Cartwright is reporting on point 3 when we 
have not resolved point 3. Rx PoAnt 3 in our own self-adopted 
terms of reference sayr: 

"D4d Ontario Housine take all steps necessary to obtain 
competétive proposals?" 

Well, I figure that the report will be written by 11 people ams 

in this committee. I don't think that that point is something 

that is within the terms of reference of Mr. Anson-Cartwright. 

If those terms have been conveyed to him, they have been improperly 
conveyed, or he if he has adopted them, then I think he has 

exceeded his terms of reference Mr. Chairman, WER all due respect. 


? 


Mr. Chairman: I don't really know what the reference is. 

Has Mr. PE OPES: given some opinion in regard to that term 

Mr. Shibley? | 
Mr. Walker: Well, he said he took one and three as being 


his basis for the report. Am I not correct Mr. Anson-Cartwright? 
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Mr. Anson-Cartwright: Well Mr. Chairman... 
Mr, Chairman: Could you explain that to Mr. Walker 
and the rest of us? 
Mr .xkasomex@arkweighkx Shibley: Mr. Chairman, this witness 
would necessarily have to seek out the information upon which a 
comparison was made by Hydro, and reach a conclusion as to whether 
they had obtained all such necessary information. Surely on an 
overall examination of whether they fot ‘all the necessary information 
to make a comparison of the proposals, he is a in an excellent position 
to give factual evidence in that regard. 
Mr. Chairman: But this is evidence during the financing 
of the various proposals. Is that right? 
Mr. Shibley: No, at the time that Hydro was making its 
comparison, did it have all necessary information to make a valid 


comparison of the proposals? 


Mr. Walker: I don't want him to tell me that story. 





I will make those conclusions myself. 

Mr. Renwick: Of course you will. 

Mr. Chairman: mae NE. Wx Walker, if it is comparison 
on the dollars and cents, surely that is what his job is. If it 
is comparison as to the em@ end result, that is our problem, but 
certainly... 

Mr. Walker: That is what number 3 says. 

Mr. Chairman: Well I agree that the end result is our 
problem, but if Mr. Anson_Cartwright has evidence as to the figures 
of the various prapax proposals, do you not want to hear it? 

Mr. Walker: All I want to hear are facts and figures on it, 
but I don't want Mr. Anson-Cartwright to tell me whether Hydro took 
all steps necessary to obtain competetive proposals. 

Mr. Chairman: Well, all stepsanw ) agree PL: 


ee Gh eee 
Mr. Walker: No. I don't mind him telling us, or telling 
Caer kee ete 
me, if I can put it in that tone, I don't mind him telling what 
the Y and R situation was with respect to their financing, or what 


the Horizon proposal, what the Ellis-Don situation is and so on, 
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but I am not going to tolerate him telling me whether they took 


all the steps necessary to obtain competetive proposals. 


, 
Mr. Shibley: He is not going to tell you that Awuk Amat | 


oy fb. Teh ts hak ke tad fe war, 
one] ht ne is roin#-to « tell you is whether Hydro had all necessary tw, 


——- 


Ny. Sha _Anformation to make a valid comparison. That's a different thing. . 
re Lee Mr. Renwick: That sounds very self-righteous. Y ue Can pact gal 
bith 

i aR 
} 
Mr. Walker: Well, I offer that caveat and beware of me 

wl isa te 

kak later. } 


Mr. Chairman: That's not a threat is it Mr. Walker? ‘ 
RECN ) 
Mr. Walker: I identify that threat Mr. Chairman, that 

is the difference, that distinguishes this committee. 


Mr. Allan: Is that someone close to the Premier and 


dwhigh in Cabinet? 


Mr. Walker: Not even high in the Conservative Party. 


— 


Mr. Chairman: Mr. Shibley, with all those caveats, please 





proceed. 


Mr. Shibley: May I have pages one, two and three 
Prides cihinekstled 
distributed please? 
Mr. Chairman: The Chairman is a little envious of you 


—— ne 


Mr. Genest. I see you sitting down there with the whole book and 
IT haven't pot anything but the cover yet. 

Mr. Deans: The thing is, if there is a leak, we'll know 
where it came from. 

Mr. Chairman: It came right from Mr. Genest. 


Mr. Genest: We are getting right in on the first three | 





pages on the problem, 
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Mr__Cenest: =le—eare—rettine ripny t-or-the-first— 
three_peress—— 

Mr. Shibley: I'm going to get on with this evidence 
if ith Mr. Anson-Cartwright, the first page is simply styled 
"Report to the Select Committee of the Legislature of Ontario on 
financial aspects of the Ontario Head Office building, dated 
September, 1973® “ this, as Mr. Renwick indicated, is a report 
by you to this Committee on your retainer by it. 

Mr. Anson-Cartwrigfht: That's right. 

Mr.Shibley: The next page is your letter of September 
11, directed to the Chairman and members of the Committee, # 

c Pursuant to my appointment by your Committee on May 15, lam 
pleased to submit my report on the financial aspects of 
Ontario Hydro Head Office building, Specifically, the finan- 
cial data in this report has been presented to assist your 
Committee in its findings and recommendations on issues 1 

| and 3, as set out in Shibley's memorandum, May 15, which ares |, Ave 

pme,~t the terms of the agreement as they affect Hydro, finan- 
cially and economically sound 7. 3 ait Hydro take all steps 
necessary to obtain competitive Bropdatte® and tnen| signed 

by yourself. 

Mr. Deans: Mr. Chairman, on a point of order, I hear 

| rumblings that the press have received one copy at the table. Is 

| it possible to have one copy per member? 

| : * There will be at 12 o'clock. 

Mr. Chairman: I think thas is why they put them so 
close tormether so they'd be able to read over each other's shoulder. 
Mr. Renwick: Are there any more? 
Mr. Chairman: I think it's no great problem other than 
this problem we have createdfourselves as to the mechanics of it. 
Mr. Renwick: If they've got them, give them out. 
Mm. Chairman: The press are much better off than I am. 
T haven't got any of these pages yet ovner than that same front 


cover so if you'll just be patient, we'll get them. 
) 


Mr. Deans: But you can look over the counsel's shoulder. 


ee eee 
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Mr, Shibley: Mr. Chairman, I believefthat we were hea 
today to hear the evidence of Mr. Anson-Cartwright. It is nowa 
quarter ef twelve, an hour and three-quarters have gone by, and I 
must say that I'd ask the Chair to ask the members to afford me 
some co-operation to deal with evidence of great significance to 
this Committee. fog I think it's time to stop throwing gup all 
sorts of comment and obstruction to the introduction of this man's 
testimony. 

Mr. Walker: Well, just a moment, Mr. Chairman. 

Mr, Chairman: Mr. Walker, you were the one that guppad 
wanted this Committee to move along. I 

Mr. Walker: That's right, Mr. Chairman, but I passed 
9 ROTA that I considex to be eet and I in no way consider 
it to be obstructiQe” and,1f a were pointed in my direction, aim 
your gun elsewhere, 

Mr. Chairman: I don't think «it ah hobs pointed in your — 

Chain: direction, MEd Vamawh din you vagicas taken Gt upon yoursadf 

to assume that's the way it was pointed. 


Mr. Wakker: I'm not the one who made the comment. 


Wye. 2 leks 
Mr. Cha rman: Let & move Oli 


Mr. Shibley: If I may deal with the first page of the 
report itself, Mr. Anson-Cartwright, would you please indicate in 
a Summary way whatjm it is that this page indicates by way of 
Cider l 

Mr. Anson-Cartwright: Are you talking about the index 
per se? 

Mr. Shibley: The index page itself; that's as far as 
we've gone. 

Mr. Anson-Cartwright: Well, I think it's rather self- 
explanatory, Mr. Shibley, but I have,first of all,in my report, 
outlined the summary of my findings, which deal with topics such 
as competitive bids, the rents to be paid by Hydro over the term 
of the lease, and elements of profit. Then I have commented on 
the concept of what has been called pro-ration. Then I have dealt 


Omd ib ¢ 
with the range of after-tax = thems important to know it#s after- 
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tax profits q which might accrue to the developer over the 30-year 
term of the lease. There are some specific comments then on cash- 
flow benefits, which need explanation later on, and on capital- 
cost allowances, or @ depreciation for tax purposes. 
Then I have some very da on the different 
routes that Ontario Hydro could have taken in financing,that is 


to say, the lease-purchase transaction versus direct financing. 


Those are very brief comments. 


( Tape H-2572 follows) 
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In the back of the report there are two schedules and eight 


sub-seetions of an appendix, which are mathematical calculations 
and are intended to back up the commentary that I have made , 
and they deal specifically with the range of after-tax profits 
accruing to a developer over the 30-year term, And then so 

that this information will not be misleading and will not be 
misconstrued specifically by the press, I have tried to present 
that data in another fashion, that is, the present value of 

ino ek aPbeb— tak profits. 

I think it's really, from my point of view, the 
present value that is the most important point of this report, 
the present value of the after-tax profits that accrue. 

Mr. Shibley: All right. May I have the next page 
produced to the members please? 

Mr, Anson-Cartwright, you described this page 
as the beginning of a summary of the ethnines highiichte of 
your analysis of the financial implications of the agreement 
between Hydro and including commentary on other financial 
data prepared by officials of yard ene competitors for 
the construction of the Hydro building. Would you first deal 
with the matter of competitive bids. Did you, in the overall, 
examine the information in the possession of Ontario Hydro 
at the time it was attempting a comparison of the proposal 
submitted by the various developers? 

Mr. Anson-Cartwright: I did. 

Mr. Shibley: And in particular, did you consider 
the information which has been exhibited before this committee 
as the whole of the information and the oral testimony given 
as to the information available to Hydro grespecting the 
submissions of Ellis-Don, Horizon, Y and R and Canada VWhegguaesnitoe 


Square? 
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Mr. Anson-Cartwright: Yes, I have. 


Mr. Shibley: And in that respect, did you have 





regard for the various memoranda which purported to effect 
comparisons of the proposal? 

Mr. Anson-Cartwirght: Yes. 

Mr. Shibley: As to content? 


Mr, Shibley: And, in particular, did you concern 





yourself with whether the information as disclosed by that 
memoranda enabled you first of all to make a comparison of 

the proposal submitted, in the sense of the information gbeing 
sufficiently complete? 

Mr. Anson-Cartwright: Are you referring to all of 
the memoranda that scent aes prepared by Ontario Hydro or are 
you referring to some particular document? 

Mr, Shibley: No. I'm referring to all of it as 
it existed at the time the @m@® decision was taken to deal 
with Canada Square, being July 19th, 1972. 

Mr. Anson-Cartwright: Yes. 


Mr. Shibley: Yes. You did. Did you formulate an 





opinion as to whether they had all necessary information to make 
a valid comparison? 


Mr. Anson-Cartwright: Yes, I did come to the conclusion 





that they had not obtained all the necessary information to 
make a valid comparison of the four proposals that were 
submitted. 

Mr. Shibley: Now, then, in that respect, will the 





particulars of what is lacking in the material become apparent 
as we go through the material? Or would you like to comment 
on that now? 


Mr. Anson-Cartwright: I think I'd prefer to comment 





on that now and explain that particular comment under the 


heading "Tender versus Proposal". 


H-25%2 ~ «3 September 13,1973 
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(Mr. Anson-Cartwright ) 
When you take the proposal route as opposed to the 
tender route, it becomes rather difficult to make a comparison 


of alternative proposals. And in deference to Ontario Hydro, 


a — 
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area rina ci alee te OP REE SIE IESE a 
eepeeage ANd in = Saptl to Ontario Hydro I have 
recognized that. But it becomes a time-consuming process 
to compare alternative lease proposals, But then I think | 
it's #mEzan ¢ncumb t upon the person who is asking for 
the proposals to ensure that all of the necessary data 
is whem there, such as in this particular case, building 
costs, financiang costs, maintenance costs, profit elements, 
income tax position and so forth. Now, I think that you 
have to really maxwmgxkaxr# obtain details in all of those 
areas specifically and in detail from each competing proposer. 
Otherwise it's very difficult to make an objective determination 
of the alternative proposals. Now, as I say, one of the 
problems in the proposal route is the time-consuming aspect 
of comparing alternatives emt fore and more in the private 
sector, corporations wanting this type of transaction are 
dealing with specific developers and saying, this is my man, 
I rely upon him and this is the developer I will take. Fer 
I have no comment as to what should be done in the public 
sector, but I would say that there was, and I say this with 
respect, I think there was inadequate information in this 
particular case to make it a proper assessment of all of the 
proposals. 

Mr, Shibley: And when you say it was inadequate, was 
the information which was lacking material to the assessment? 


Mr. Anson-Cartwright: I think that follows. 
Re kn ie Maw Ad coe see ia = 


September 14, 1973 
11:50 = 11:55 a.m. 
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Mr. Shibley: Yes, all right. And you've mentioned 





the elements involved and I'm not going to exercise you 
further about it. The next topic in your summary is 
pro-ration factor. Would you care to deal with it, please. 

Mr. Anson-—Cartwright: Well, I guess it follows 
from what I have just said that to select a particular 
proposal you need to get into the details and in certain 
cases attempt to share benefits with the proposers. You 
need to provide specifications in each particular area and 
what the pro-ration factor does, it deals with only one 
particular quantum and that is the cost of financing. On 
page eight of my report, which the press and the committee 
members Woo, mart Ake, get ioock 

Mr. Shibley: I'm just about to have distributed 
pages 8, 9 and 10 all dealing with pro-ration, Mr. Chairman. 

Mr, Chairman: These are coming to us out of order. 
Is that smorreck?2 right? 

Mr. Shibley: Yes, they are. 

Mr, Anson-Cartwright: Will I wait for a moment? 

Mr, Chairman: Yes 

Mr. Shibley: If you would, because I think if we 
have those three pages in front of us we can deal with the 
subject. 

Mr. Chairman: Mr. Finlayson, I want to point out 


to you that this is doing it more along the line that you 


suggested, topic by topic and that this is Mr. Shibley 


Sie 


- 
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(Mr. Chairman) 





following the suggestion of yours, I thought it was worth noting. 

Mr. Finlayson: This is the last day of the hearing, isn't it 

Mr. Shibley: I think all members now have this, 
and Mr. Anson-Cartwright and you can deal with anything in the 
pages eight, nine and ten, all having to do with profation. 

Mr. Anson-Cartwright: Yes, what I was saying is that 
profation deais with financing coats cand what officials of Hydro 
have done is they have put each of the four developers, who 
estimated different capital costs of construction per square foot, 
at the same level of $34.00 per square foot, by adjusting the 
rental quoted by the increase of the rental having regard to the 
additional financing costs, the ae financing costs. 

For example, I think we could deal with the second 
paragraph of this commentary just as one example. In the case 
of Y&R Properties, there is a difference between the quality 
construction cost, if I might call it such, of $34.00 per square 
foot, and that quoted by Y&R of $28.00, the difference being $6.00 
per square foot. Now, what officials of Hydro did, they decided 
the cost of amortizing that additional financing of $6.00 per 
square foot times the number of square feet in the building, should 
reflect in the rental quoted by @@ Y&R in order to make a comparison 
of that proposal w with other proposals. The effect of the profration 
in the case of Y&R turns out to be nine cents per square foot for 
each $1.00 per square foot in the cost of construction. In other 
words, a total of 54 cents per 8 square foot. There is no real 
secret to this calculation. It's basically,in each case, nine 
cents per square foot for each additional $1.00 per square foot 
of cost of construction, in arriving at the rental rate. 


Mr, Walker: I missed the extension there. I'm not 





with you on the figures. How do you get from nine ‘tiampdt cents to 
54 cents? 


Mr. Anson-Cartwright: How do you get from nine cents 





to 54 cents? There is a Ak $6.00 differential. 
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Mr. Walker: All right. I'm with you now. 


Mr. Anson-Cartwright: And six times nine gives you 





54 cents. és If you'll turn to page nine—- 

Mr, Walker: I took grade 46, 18. 

LI adage 

Mr. Anson- 7 wae there's an old satamepe which I'd 
like to paraphrase# "Liars figure and figures lie" and I guess 
somebody could say that applies to my document as welly-fhey'd 
like to aight what has been done here, as you can see, is 
adjusting for the cost of financing. 

Taking Hydro's point of view, the comment could be 
made: "That's a conservative approach to adjusting the rentals 
quoted." 

Mr. Shibley: Be careful, thatssmall "c" conservative. 

Mr. Anson-Cartwright: Yes, with no MP at the end. 

I recognize that but I think that there are a number of elements 


mkséo missing in taking that approach merely to decide whether fm 


the quotes are competitive. 





(Tape H-2575 follows) 
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For example, 





I don't know how you can measure quality of construction by 
 pro-ration. I mean « I think that's been dealt with in this 
committee and I probably shouldn't expand on it. 


It also doesn't take into account 





Mr. Shibley: I'm sorry, you're at page 10 now, 
aren't you? 
| Mr, Anson-Cartwright: Page 10. 
Mr. Shibley: Yes. Just for everyond's information. 
| You reached the conclusion at the time that pro-ration is not 
a satisfactory method of comparing the package proposals of 
| competing developers with a view to selecting a particular 
developer's submission, and ‘a5 are now faa tne out your 
reasons for that conclusion#® Le thot covrect ¢ 
Mr . Anson-Cartwright: That's right. I think that -— 
yes, this is one of the tests that I might - I can't say that 
I would fall upon this test, but I might have used some thifin) 
like this in assessing things bus I don't think it should be 
the final ge criterion for determining selectivity or 


for catenem determining competitiveness, [I have 





quality of construction, foreign exchange, -—~- 

Mr. Ghibley: Just before you =I don't want you 
to slip over these because I think the committee should clearly 
understand them. 

Mr. Rnson-Cartwright: Fine. 

Mr, Shibley: The first reason is no assurance that 
all of the four developers astimated comts of construction 
reflected the same factors, such as, interim financing costs, 
stand-by fees, contingencies for strikes, escalation of costs, 
and inflation. 

Now, all of those are factors confronting any one 


of the developers 


mentioned some reasons for coming to that conclusion, the 
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Mr, Anson-Cartwright: That's right. 

Mr. Shibley: And the developer, in fairness to 
Canada Square, that actually acquires the contract continues 
to be confronted with certain of those contingencies after 
the contract has been awarded to it. Is that so? 

Mr. Anson-cartwrignt: “4! developer faces those 
problems. 

Mr. Shibley: Right. On the other hand, with 
respect to the negotiating position of Hydro, it should have 
ascertained, in advance of the selection, what the position of 
each of the four developers was, vis-a-vis such things as you've 
mentioned; costs of construction, interim financing costs, 
Stand-by fees and so on. Is that correct? 

Mr. Anson-Cartwright: That's right. 

Me. Shibley: And in this case was it done as part 
of the - what they call pro-rating process? 

Mr. Anson-Cartwright: Not to the best of my 
knowledge, no. 

Mr. Shibley: No, right. All right. They used 
these inca tees method that you've indicated -—- nine cents 
per foot per Million dollars of .... 

Mr, Anson-Cartwright: Right. 

Mr. Shibley: sae por dello — 


Mr, Anson-Cartwright: What I'm trying to say here 








is that the rental quoted by each particular proposer or 
developer had component parts in it which indluded as one 

factor the cost of construction. Now, in that cost of 
construction various developers might have had different 
components and they may have put in the other part of the rental 
rate other components. Now, for example, the profit on 
construction, or contingencies = that might have been included | 
either in construction costs or in fe sort of the remaining 


part of the rental. 


We Bboy: Keg. 
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I think officials of Hydro have said that this is 
a package deal which you cannot segregate, but there is in fact 
a segregation here for costs of construction and then that is 
dealt - that is pro-rated without the other elements of the 
package. 

Mr, Shibley: Yes. 

Mr. Asson-Cartwright: That's basically the 
whole philosophy that I have regarding the pro-ration. It 
doesn't deal with all of the components and under the heading & 
faye I'm just giving illustrations of reasons why pro-ration 
digpjsn' t - shouldn't be used as a criterton for selection. 
It might be used for other purposes. 

; Mr. Shibley: Now, the other item in there--you say, 

teen, “auaiaty of Construction cannot be measured by a 
concept of pro-ration which merely takes into account costs 
of financing at various interest rates for the same capital 
cost per square foot. ” 

Would you enlarge on that, please? 

Mr. Anson-Cartwright: Well, I think that, at least, 
I gather that issue has been dealt with in this committee, 
It's a question of whether you can say that for $34 per square 
foot all of the developers f#and contractors are going to build 
exactly the same quality building. And I really can't comment 


any further on that. It's not really a financial matter. 


Mry Shibley: Al, right. ThensAtemAips 55-2 
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Mr, Shibley: All right, then item number %, you ey 





comments on foreign exchange? 

Mr, Anson-Cartwright: Yes. I gather that some of the 
developers were using Canadian funds, or they had indicated that 
they were using Canadian funds. Others were using foreign 
sources, basically U.S. dollars, and the quotations of so much 
per square foot compared in U.S. dollars converted to Canadian 
dollars, with Canadian dollar financing, are not comparable if 
you are going to pass on to Ontario Hydro @ggem foreign exchange 
fluctuations. Now, I think I probably have in my papers an 
example of that, if you wanted me to... 

Mr. Shibley: Which page is that? 

Mr. Anson-Cartwright: I am just saying.. 


Mr. Shibley: Oh I see, yes. 





Mr. Anson-Cartwright: -in some rough note natselas % 
44 
that I have repared, wgese“an example of foreign exchange, and Z 
recognize in the actual & agreement that foreign exchange 


differentials were to be borngo|by and shared by Ontario Hydro, or 





taken by, so that up or down they had either a risk or a benefit. 


Mr. Bullbrook: In that connection, would you permit me... 


ne rene ernrnor sone 


Mr. Chairman: Mr. Bullbrook. 





Mr. Bullbrook: You recall the evidence to be, Mr . Anson- 
Cartwright, from Hydro that they had substantial American, should 
I ayes wees or cash flow, which minimized their concern from 
the He detistidn point of view. Doesnt it follow as a matter of 
logic also, it would minimise the concern that you express@@ 

with respect to the effect of foreign exchange in connection with 
the pro-rationggt formula? 


Mr. Anson-Cartwrights I will answer yess to that question 





but with respect, it -- I am dealing with the second column to 
the right on page 9: "Equivalent Rental Pro-Rated." 


Mr. Bullbrook: By thewy, you had better guide me here 


SE ET Ye ne ep 
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when we areasking questions, because in connection with this 
particular witness, I know it is very difficult for you to be 
interrupted. 

Mr. Shibley: That's fine. The question is very cogent, yes. 

Mr. Deans: No, but I want to clear something up in my 
mind as a result of the question. If there was no foreign exchange 
Prete. ereracending the reserves, if you want to call them 
that, that were already in the United States, those reserves would 
be a benefit. assuming there was a benefit of any kind. Those 
would be of benefit to Hydro rather than a set-off factor. In 
other words, the money in the United States, if there were no 
foreign exchange risk§, rather than being used as a set-off, would 
in fact then be a direct benefit. 


Mr. Anson-Cartwright: We are getting slightly off ona 





tangent, Mr. Shibley. I would just like to bring this foreign 
exchange point to bear on the concept of pro-ration, if I may 
just narrow Sm the issue slightly. 

We are comparing in that column equivalent rental pro-rated 
per square foot, and we have -- I am not going to mention any 
particular developer. Let's say that Y and R has U.S. funds 
Ga recollection LS TlOt pti itt ete: sound on this point 

SOK Ellis-Don has Canadian funds, and the risk is to be borne for 





foreign exchange by Hydro. Then I think you are slightly comparing 


apples and oranges because the BAe could go up to gms $5.38. 


U 
I recognize, pe*suant to the agreement, it could also go down, but 









ee ee 
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fame. I'm just saying that tar"shouldn!t make a decision on those 
four numbers without taking into account foreign exchange. I'm 
just dealing with the theory of pro-ration. 

Mr. BULIDE DOE: Yes. Well, my problem is this,and I 
recognize kiwate I think the validity of what Mr. Deans said, but 
my problem is this - this has nothing to do with the negotiation, 
IT hope you understand the distinction. I'm trying to put myself 

adopting 
in the mind of those people aaanssinK the pro-ration formula. 
To them they were comparing apples and apples, not“ withstanding 
that they were apples and oranges,because of collateral benefits | 
these reserves that they had. 

Mr. Anson-Cartwright: What you're talking about really 
is a question of - you're saying, in effect, they had hedged their 
MXK US dollars, that's really, basically, what you're saying, to 
put it in a nutshell. 

Mr.Bullbrook: I'm saying this, in effect, if it's cor- 
rect, and I want to be corrected, {here is great validity in what 
you say with respect, on page 10, coy? under item Y ingn general, 
from a philosophical point of view. But superimposed, as far as 
Hydro was concerned, they had a particular set of circumstances 
that relieved them from that problem. 

Mr. Shibley: Mr. Allan's comments were on that same 
subject, Mr. Bullbrook: 

_pltr » Genest: With which Mr. Renwick didn't agree. 

Mr. Renwick: Mr. Chairman, I'd like to make a point 
that it seems to me that,as at July 19, Hydro was operating on 
the specific advice of Mr. Candy, not advice, information of Mr. 
Candy that it was now all going to be in Swiss tral. 

. Mr. Bullbrook: Very good, very good point. 


MR. Walker: But surely we have LoChYSGQUREre fo the 


final contract. patina the + 





Mr. Renwick: Mr. Chairman, I'm not saying that there 
ee ee 


isn't another aspect of when you make your assessed value. But 
qewhich 
we are talking about the point in time/the Commission was fixed 
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(Mr. Renwick) 
with the responsibility of making the decision as to the selection 
of the developer,and that was July 19. 
Mr. Bullbrook: We must keep both things in mind, right. 
Mr. Allan: Mr. Chairman, I wonder weer, following 
Mr. Anson-Cartwrirht's information, if we might just fo back to 
discussion. 
some of that dixuzexkan 
Mr. Shibley: We'll be coming back to that in another 
context, Mr. Allan. 
Mr. Walker: I'm just wondering, Mr. Chairman, following 


enna 


to some extent on what Mr. Bullbrook thought of, as Mr. Glen Hodgson 
has brought out a number of times, the pension funds word ffssues 
considering that - were there two developers making invitations to 
the Hydro Pension Fund? 

Mr. Genest: Just one. 

Sysinternals tot 

Mr. Walker: One developer? I thought there was 
interest expressed by another one. 

Mr. Genest: Xxx There's a note in an Ames' file by 
ee eSe that hasn't been identified as Hydro. 

Mr. Walker: All right. In any case, the fact that 
pension funds would not be available, at least Hydro pension funds 
would not be available, does that not,to some extent, alter the 


exchange 


risk that might be available to a foreign axhana-—6r from foreign 


exchanre#  fecause it would appear,in all likelihood,money would 


be borrowed from United States rather than Canada,’ 


wikkmxkha We 

have had evidence,I believe, that no Canadian company could put 

that package together, it would have to be some conglomerate, 

some number of companies that might have to rset together on re 
Mr. Shibley: With all due respect, Mr. Walker, I/wmmiadmkk 

kminmkxkhe Prone NOT pension fund thing has anything to do 

with the pro-ration problem we're dealing with. It was never 

really any part of anybody's proposal as such. Some of them said 

if the pension ats to participate, fine, we'll be happy to have 

them do so, but Hydro never entertained doing it on any such basis. 


And,what we're trying to do now is fix ourselves with the position 
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of the people in Hydro, in July of 1972, who were trying to make 
a choice and who employed a pro-rating factor. As far as Hydro 


was concerned, it was no part of anyone's deal that they were 


roing to put pension moneys into the transaction. 





Mr. Walker: The contrast I'm offering is that Mr. Anson 
Cartwright indicated that Canadian funds would not afford the same 
risk. What I'm saying is that the ability to secure Canadian 
funds may not necessarily be there. 

Mr. Anson-Cartwright: That is not what Nees an inecae 
oA, I'm not talking about x risk at all, I'm a talking about 
comparative quotes, and saying - may I just give one example. 
Supposing we have, at the time of the mortgage drawdown, the 


rg 


Canadian dollar compared to the US dollar 
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at par. They are both par. And subsequently the Canadian 
dollar goes down to 95 cents. Assuming a financing cost y I'm 
just using this as an example, of $3.35 per square foot at 
par, that subseqnently because of the exchange fluctuation, 
becomes $3.52. So that you increase the cost to Hydro by 

17 @ayawe cents. So the $4.92, for example, of Canada Square, 
or the $5.04 of Y and R, assuming they are using U.S. funds, 
would be $5.07 and $5.21. I'm just saying that to some extent 
you are comparing apples and oranges if you are using just 
these numbersy as a basis for selection. 

And 411 I'm trying to drive home to the committee, — 
what I would have hoped I would have aonesT don't know whether 
I'm successful because of my labouring oral testimony, is that 
pro-ration is not a valid criterion for selectionyof competitive 
rental proposals. 

Mr, Shibley: All right, I'd like then .uW 

Mr. Chairman: It may be that some of us have 
reached conclusions on that; not that we are not paying && 
attention yam to you,sir, that we look a iittle bored. 

Mr, Anson-Cartwright: I'm sorry. 

Mr. Chairman: It may be that we've had a reasonable 


amount of evidence on ity to—hete, 
Mr. Deans: I assure you I'm not boted. | dant kucow 


Whstooks. P 


Mr. Anson-Cartwright: I'm a neophyte in this 


9S 


particular committee. 

Mr. Chairman: You indicated to us that you might 
be having difficulty explaining it. I want to assure you it 
wasn't any lack of difficulty on your part explaining Lt »—— 
or any difficulty on your part explaining it. 

Mr. Walker: Mr. Chairman, may I follow on the 





point made by Mr. @msem_Cartwright? Is it of any use whatsoever, 


assuming that there may be a number of factors on which a 
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selection body makes a decision, is the pro-ration formula 
or the principle of any value? 

Me. Anson-Cartwright: I think it puts the four 
developers on an equal level as far as cost; of financing 
are concerned. It brings everybody to $34 per square foot, 
based on their interest rate for financing. 

Mr. Deans: That's —— 

Mr . Anson-Cartwright: That's basically what it 
does, yes, but on. 

Mr, Walker: I'm not sure that you've - that I have 
seen what your answer is. Has it any value? 

Mr. Anson-Cartwright: It ferrets out the costs, 
other than the costs of financing, in the rental quote. Now, 
I'll tell you how it does that. You are gm saying that the 
estimated capital cost of construction for everybody is $34 
per square foot and that I believe GEtngs a rental rate, I think 
Mr. Nastich has agreed with me on this point, of $3.24 per square 
foot. Then you are sgying that ,you are comparing the other costs, 
such as maintenance, profit and so onvand mgs are saying that 
they differ just as these figures in column differ. 

In other words, you are saying for Ellis-Don, 
costs of financing are known to be $3.24 per square foot 
because of this pro-ration factor. It may be a little bit more 
because they've got a change in interest rate. 

Therefore, the rest - the samas~umx remainder, $2.04,is for 
maintenance, profit and so on. And chen .88 pi say you can 

segregate that out and then see where the differences are 

for each particular developer. That's what that theory does, 

it says everybody his the same financing basically. On aepied costs — 

Mr. Walker: Well, then, if - are you saying it has 
some value? 

Mr. Anson-Cartwright: Oh, yes. I'm not - don't 
misunderstand me, I'm not critical of the pro-ration factor 
byutce Bele wie testo gy. 

H-2579 to follow 
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(Mr, Anson-Cartwright) 


OF eet phe 


Pete, Put I think it's a test entering into a comparison of 





proposals but it shouldn't lead one to any specific conclusion 
of competitiveness. 

Mr. Walker: Taken by Lesereft would be invalid but 
it has some value ror ed other criteria. 

Mr, Anson-Cartwright$ In accounting matters we 
have various tests for things and @@® ratios,and so forth _and 

pro-ration e 
that's the type of thing that Seceebeait a. 

Mr. Walker: So, in fact, the statement I made just 
prior to your comment, is that appropriately reflecting what 
you're saying? 

Mr. Anson-Cartwright: That it has some Yael ee 
taking into consideration some other factors? 

| Mr. Walker: Taken by itself with no other factor 
involved, it is - 

Mr. Anson-Cartwright: Invalid. 

Mr. Walker: - perhaps, approaching invalidity if it 
hasn't reached it but, if it's mixed with other criteria,and other 
factors, it's of 62 Se elvence, 

Mr. Anson-Cartwright: Yes, it might be a test ms 
which is relevant, yes. 
Mr, Walker: Right, g® okay. 
Mr. Renwick: Mr. Chairman, I would like to ask - 
| 


Mr. Chairman: Mr. Renwick. 





Mr. Renwick: May I ask that Mr. Anson-Cartwright 


NE apne 


be Saemmek furnished with a copy of exhibit number 79? Mr. Anson- 


Cartwright, would you look at the bottom of page three and the top 


) 
of page four? I take it that your conclusion is substantially 
the same as Mr. Deans conclusion in this memorandum of July 6. 


Mr. Anson-Cartwright: Just give me one second to - 





Mr. Anson-Cartwright: I think I would have to age 
a ER GD SR ih 


Mr. Renwick: Please, yes. 
agree with those BEES conclusions, yes. 


H-2579-2 Sep. 14/73 
12.20 to 12.25 pm 
fvk 
Mr. Renwick: Yes, particularly this last paragraph 
that "the adjusted rates assume profit and other costs remain the 
same, which may not be valid, andy certainly, the figures should 
not be used other than to susgesttne degree to which the rates 
are affected by the financing available to the different builders, 
assuming the same buiiding Spee costs." 


Mr. Anson-Cartwright: Yes. 





Mr. Shibley: Then, I'd like to turn to page two of 
your report. 

Mr, Genest: Mr. Shibley, is this all on pro-ration? 

Mr. Shibley: No, we're through with pro-ration. 


Mr. Genest: I have some questions on pro-ration. 





Mr. Chairman: Do you want to deal with them now or 


at the end’ You'd rather deal & with tf them now, would you? 

Mr, Genest: Yes, I'm in the hands of the committee. 
I think perhaps while the subject is in your mind it might be more 
useful. 


Mr. Chairman: I'm glad you say you're in the hands of 





the committee rather than in the hands of the chairman. 

Mr. Genest: In the hands of the chairman, They're good 
hands. 

Mr. Chairman: No, no, no. I think that I'd need more 
help than just my own, sir. 

Mr. Genest: I wonder if you could put the following 
questions to Mr. Anson-Cartwright. Mr. Anson-Cartwright, am I 
right in understanding that the gist of yourppinton is that while 
pro~ration may be a useful tool, it is improper to use it as the 
exclusive criterion? 

Mr. Anson-Cartwright: I think that is a very good 


“summary , 
Zann Tir. Genest. 


Mr. Genest: And am I right in understanding that if 





you assume as REMSy “De proposition that yg in order to get the 

required quality g you need to have $34.00 a square foot Ke 
2 

developer must spend $34.00 a gga square foot in order to give 


you the required quality? Then, if you accept that as true, and 





H-2579-3 Sep. 14/73 
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(Mr. Genest) 
_— 
I know that's challenged, but m@ if you accept that as true does 
the process then take on more importance? 
Mr. Anson-Cartwright: I think it does, but I thinky 
then, if we're talking again about selection and competitive bids, 
in cemkenead J it would be reasonable to go back to the developers 


and see what were the components of their particular rental 


proposals. 





(Tape H-2580 follows) 
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Mr. Genest: I appreciate that. What I am getting at is 
that... oi iu the to put you in the position of the Hydro financial 
people wk going through this exercise. Let us assume that the 
architect in whom you have confidence says that regardless of what 
a developer says he is going to do, my judgment is that he is going 
to have to spend at least $34 a square foot to give us the quality 
we need, and if you accept that as true, what do you say about 
the exercise then? 

Mi« ARES eeeege ee I have agreed with you that I 


think it takes on more importance, but. 


Mr. Genest: That's all I want to know. 


Mr. Shibley: Well, let him &m finish his answer. 
Mr. Genest: I am sorry. 
at 


Mr, Anson-Cartwright: I didn't say that initially Mr. 
Genest. T did agree with roth ae A 

Mr. Genest: Thank you very much Mr. Chairman. 

Mr. Chairman: Thank yGns tee Genest. 

Mr. Shibley: We turn then to page 2 of your brief Mr. 
Anson-Cartwright. It then goes on to deal at the top of the 


pare with income tax aspects¥. Would you care to comment on that? 


Mr, Anson-—Cartwright: Yes. I think that officials of 
eee 





Hydro had carried out a fair bit of research in the area of 
lease-purchase agreements, and I commend them for their research 
in that area. They came to the conclusion with which I agree 
that there are certain benefits and possibilities to defer income 
taxes, basically through the claiming of capital cost allowances 
for income tax purposes, which would be depreciation for business 
or accounting purposes. I seem to recall that there was an 
Exhibit by Hydro, I think it was Exhibit 67 [n addition there was 
a study prepared by an official of Hydro by the name of Cameron, 
that pointed out the deferral of income-tax possibilities by 

dae developers, ei Hype, (at course, I understand, is not a tax- 
paying SUeaD Eee that if it had constructed the building on its 


own, of course, .., 


H 2580-2 Sept. 14/73 
12:25-12:30 pm 
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Mr. Chairman: Not income tax-paying. Hydro m always 
wants to make sure that anety 4 any other taxes that they do 
pay, such as heavy municipal taxes. 

Mr. Anson-Cartwright: I am sure they bear their own burden, 
but wkkk the point I was trying to make was that if they had owned 
the building themselves, they would not have had the possibility of— 
there would have been no opportunity of course, bkgam because they 
are not/tax-paying corporation to defer taxes, pA: the point is 
that officials of Hydro did recognize that developers are, I 
shouldn't say unique, but are known to be permitted to defer taxes 
throuch the claiming of capital cost gkkwia allowances, atl As 
auite often happens in negotiations between developers and their 
clients, reference is made to this particular aspect, the income 
tax deferral possibilities and the savings resulting therefrom. 

Tt seems to me that officials of Hydro should have requested the 
4ndividual developers to point out to them their income tax 
advangages, if any, and should have had an opportunity to share 
in some way through that income tax deferment. 

Mr. Genest: Mr, Chairman, may I just be permitted a 
brief interruption to wapve a din aon the committee that 
these are conclusions where which we dispute. I just want to 
have that caveat entered. I think we will deal with that later. 

Mr. Chairman: I have some questions to ask on it myself 
just on thatpoint. They may or may not be applicable. 

Mr. Anson-Cartwright: I wondered if_I did mention == pt 
seem to recall it is Exhibit 67. I am usually pretty good at 
remembering = used to be # good remembering tax sections. I 


have forgotten them all as a result Of 


Tape H 2581 follows 
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of tax reform. 

Mr, Shibley: I thixk you are looking for Page 13. 
This is the April 10 memorandum of Candy-Mink which was a 
summation of all the data on the four submissions. 

Mr. Anson-Cartwright: I concur with Mr. Mink's 
views, I guess, in this regard. In his draft confidential 
report of April 10, 1972, he ee eee oT probably just 
quote this because it's basically /iamccmaaecrs my own Views <—ome 
"The tax advantages available to the developer could have 
a net effect lowering the financing cost to the developer. 
By retaining ownership, the developer takes advantage of 
capital cost allowances that would normally not be available 
to Hydro. The effect of this on the agreed annual rental 
rate would depend on the specific ckrcumstances of the 
developer, his willingness to negotiate mutual benefits 
and his ppospects of tax deferralg." | 

Now, that is ... 

a é 
Mr. Walker: Would/the tax benefit be the same 


for all developers? Would there be a difference? 


Mr. Anson-Cartwright: No, it would not necessarily, 





and I think later on in my report we will see that .«.pardon 
me, for all developers «no, even then, not necessarily the 
same, It depends on the particular position of the developer. 

Mr, Walker: Well, the only one we are really 
talking about is capital cost allowance, are we not? 


Mr, Anson-Cartwright: Basically, yes capital 





cost allowance. 


Mr. Walker: So, if capital cost allowance is 





available to one, would it not in all likelihood be available 


to all? 





=e rt—“ ia 


H-2581 - 2 September 13,1973 
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eppmmiiiie- 2ST agree to perhaps a different 
extent although I'm not prepared to aceopf MoT ar the moment. 

Mr. Genest: Not under €@ tax reform. 

Mr. Walker: What? 

Mr. Genest: Well, I'll let Mr. Anson-Cartwright 
answer. I'll let the expert answer. 

Mr. Anson-Cartwright: I think that we can deal 
with that later but the answer is that competing developers 
might be in particularly or completely different tax positions. 
I ean think of a lot of areas where they would differ. 

Mr. Walker: But there nonetheless would be~—if 
there is a capital cost allowance available to one, it would 
be available to all four or five? | 

Mr. Anson-Cartwright: In theory, défi every developer 
can claim capital cost allowances provided he owns depreciable 
capital property, yes. 

Mr, Walker: The only difference might be the 
extent? 

Mr. Anson-Cartwright: That's right. 

Mr. Bullbrook: But as I understand that evidence 


it is that extent that becomes a negotiable item. 


Mr. Genest: And bear in mind that seam. our position 





is that it is just not available period, on this deal. 
Mr. Chairman: Mr. Newman? 
tae Vie nha ninco +R 


a teunan Mr. Chairman, and Mr. Anson-Cartwright, 


—_-——_——— 


are you a tax expert too? I tichti “Sasenie income tax g My question 
would be: Do you feel that the developer in this case would be 
entitled td\Capital cost allowance? 

Mr. Bullbrook: That is really a toughy. That's 
really bad, William. 

Mr. Chairman: I wonder whether he has looked at 
the books to be in a position to answer that question. 

Mr. Renwick: Let's Sau, Just wait. 


er SETTERS 


Mar Newman : Well, he said he knew all the 


sections. 


H-2581 - 3 September 13,1973 
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Mr. Chairman: Well, I don't mean that he's 





not capable of making an opinion on it but o2° 

Mr. Renwick: Mr. Chairman, I en ee 
interjection originally was simply as a warning flag and 
was not designed to precipitate something which we are 
entering into which everybody recognizes is significant. 

Mr. Genest: I agree that we can deal with that 
as we go along. 

Mr. Renwick: Yes. 

Mr. Anson-Cartwright: I would like to answer 
your question, Mr. Newman, but I would prefer to defer it. 

Mr, Shibley: Well then, you go on in respect to 
that eal ig Banat £ think the only point you are making 
at this juncture is that there was no follow-through with the 
developers by Hydro or there doesn't appear to have been as 
to the question of tax advantages accruing to them being a 
circumstance which should have been part of the negotiating 
process? 

Mr. Anson-Cartwright: That's right. Ontario Hydro's 


employees, as evidenced by this memorandum by Mr. Mink, seemed 


at the time to recognize that there was this income tax 
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shouldn't really call it an advantage, possibility 4 I don't 
really regard it as an advantage per segand I would have 
thought that the developers also recognized it. And 
so I say that both parties should have taken it into 
consideration in their negotiations and it depends on 
how hard one side bargains vis-a-vis the other. 

Mr. Shibley: Yes, all right. Well, if we go on 

Nts 

to the next topic on page two Middle co be paid by Ontario 
Hydro over thirty years, you mention that the total rents 
to be paid y by Hydro over the pamkods) nee of rents paid 
Ontario Hydro by Canada Square for commercial space, assuming 
a rental of $4.92 a foot and the lease of the commercial 
areas at $6.00 per foot,,,#% will be in the order of $162 Ow, " 
thanseod ag Maven 

Mr. Anson-Cartwright: $162 million. 

Mr. Shibley: $162 million @eanenn, I'm sorry. 

Mr. Anson-Cartwright: That's right. 

Mr. Shibley: Now then —_ 

Mr. Anson-Cartwright: There is one minor comment 
that I would have on there so that it's not misleading. 
The $4.92 per square foot is the grossed up amounts you 
recognize that net of the contract per se only talks about 
$4.84 per square foot, but it's basically $4.90._ We're 
talking about the same numbers, Mr. Nastich and I agree on 
the figure of $162 million, I believe. 

Mr. Shibley: Thank youg. He's nodding his head in 
agreement with you. 


Mr. Anson-Cartwright: Thank you. 


September 14, 1973 
12:35 - 12:40 
H 2582-2 D.L. 

Mr. Shibley: As a matter of fact there is very 
riteaetenat he hasn't nodded his head about. 

Mr, Chairman: You'd better hold that head still, 
Mr. Nastich. 

Mr. Genest: Oh I've fot him programmed. 

Mr. Anson-Cartwright: In view of the mgm delay, 
he's nodding at the wrong time obviously. 

Mr. Shibley: Would you carry on with the next 
paragraph, please? 

Mr. Anson-Cartwright: Well, I'm really dealing 
with the posdbility an the fluctuations in the rents, 
rere are decreases in the rents if there is a decrease 
in the interest rate below 8%, and I think testimony now 
indicates that a decrease below @@ 8% is uniikely in view 
of the terms of the commitment with Prudential. There 
is a further reduction of 30 cents per square foot per 
annum for one or more vacant floors or subleased space. 
Fluctuations, as I said before, in foreign esndhse are 
taken into ooaeene both up and down, and there can also 
be a reduction in the wma rental rate if the appraised 
value of the building at the end of construction is less 
than $44.4 millon WUmpnes. The other side of the rental 
rates is that there can be an increase by the G8calation (we 
fo maintenance costs over the base year and fluctuations , 


as I said —*, in foreign #xgak exchange. 


September 14, 1973 
12:35 - 12:40 
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Mr. Genest: In the interests of precision, would 
it not be better to say that the rents may be reduced by 
an increase in the exchange rate? 

Mr. Chairman: Could you answer that? 

Mr. Genest: And vice versa, 

Mr. Anson-Cartwright: Oh sure, 

Mr. Shibley: Then you go on with the next paragraph 
and make reference kt to the fact that’ the scope of 
profits which might accrue to a developer under a lease- 
purchase agreement where amounts being paid over a thirty— 
year term are in the order of $162 million could be 
significantly greater than the profits which could accrue 
if a building were being constructed for say, $45 million." 

Mr. Anson-Cartwright: I think that particular 
sentence might be misconstwed and I should perhaps clarify 
it. All I'm saying is that there is more scope for profits 
in an agreement involving $162 million over a term ddzay there 
may be more scope, than in g@ the actual baneterustich of 
a building for $45 million. The abverse of that of course 
is there may be more areas of risk exposure for a developer -— 


are 
maintenance costs and so forth, The both sides of every 


coin. 


(Tape 2583 follows) 
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Mr. Chairman: Could you come back, Mr. Genest, to 
the point you're making! Making that more precise, would you 
give me the changes that you p--- 

Mr. Anson-Cartwright: I could answer it for him. 


He's saying if there's an increase in the exchange rate , _. 





Mr. Chairman: Now whereabouts are we «-, 

Mr. ’Anson-Cartwright: The 3rd line of the 3rd para- 
graph on page 2. If there's an increase in the exchange rate, 
then you're going to have a reduction of the rental. 

Mr. Chairman: I have it, thank you. 


Ne 


Mr, Genest: And perhaps the second last line of the 
same paragraph. 


Mr. Anson-Cartwright: The second last line t wasn, (llr 
if you have a decrease, you are going to have, pardon me, yes, if 
you have a decrease,you' rw going to have an increase in the rental 
rate. 

Mr. Shibley: All right. Can we go to page Sat 

Mr. Chairman: We haven't got page 3. I'm wondering 
what time we'll take our break. 

Mr. Shibley: I think we could deal with it before one 
certainly. How do you feel? 

(Mr. Chairman: I'm just wondering where the best place 
strategically is to break. 

Mr. Shibley: It doesn't matter. 


win 
Mr. Genest: I'd suggest, Mr. Chairman, if we're going 


to deal with profits, we do it all at once. 
Mr. Shibley: Okay, let's leave it. 
a, 
Mr. Chairman: So, I would suggest, then, that we break 
Se et 
now, which is z_, 
band 
Mr. Bullbrook: We Quld/e ve consideration to the out- 
ee acal 
offi members in the lenrth of time you're going to take for lunch 
if at all possible? 


Mr. Chairman: You would like it to be shortened down? 
ee eal 


H-2583-2 Sept. 14/73 
12:40 - 12:45 pm 
JLP 
Mr. Bullbrook: If we could now come back at 1:30, I'd 
peel 
appreciate it. 
Mr. Chairman: Anybody object to the 1:30 hour? 


We are adjourned until 1:30. 


42 
The Committee recessed at 12:4 O”QLOCK p.m. 
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H-2584-1 


LEGISLATURE OF ONTARIO 


SELECT COMMITTEE — HYDRO HEADQUARTERS 


The committee resumed at 1.40 o'elock,p.m. 

Mr. Chairman: Ladies and Gentlemen, I call the meeting 
back to order. I see Mr. Anson-Cartweight is doing some additional 
Gam ficuring over there. We will give him a mintte. 

Mr. Anson-Cartwright's associate, back there, is 
Peter Reid. I hope we won't need to call him but I see the two 
of them consulting from time to time. 

Mr. Bullbrook: Don't even mention it. 

Mr. Chairman: Well, it was just so that his name would be 
entombed in the records here. 

Mr. Genest: Say pat gf GR ME NT AEX of expressions. 

Mr. Wo. Hodgeon: We are all going to be. 

Mr. Chairman: Mr. Shibley. 

Mr. Shibley: Yes, I would like page 3 of the memorandum 
distributed, please. 

Mr. Chairman 3; Now we have to give our clerk a minute. 


TSA 


Mr. Shibley: Now, Mr. Anson-Cartwrirht, on page 3, you 





gproceed to deal with certain aspects of the investment of Hydro 
in the new head office building project by Canada Square. I take 
it that here you are looking at how much money is Canada é Square 
putting up, so to speak, in terms of the construction of the 
building, vending its Sh bali ch ge alsoy what it might have 
left in, if anythins, at the compb tion of the building. Would you 
please deal with that now? 


Mr. Anson-Cartwrirht: First of all, I try to calculate the 





profit to the developer ed@imae resulting from the arreement, and 

when one calculates the profit, they also try and calculate what the 
return on investment might have been. In other words, I think you 

have to look at the profit in relation to the risk, and my understanding 


is that in the arreement there is no specific requirement that Canada 


H-2584-2 Ses bap a 
1.40-1.45p.m. 
B.A. 
(Mr. Anson-Cartwrirht ) 
Square make any financial investment per se, although they were 
required to segregate $2 million, either in a separate account or 
in short-term paper. Now, in fairness to Canada § Square, I 
shout point out that they were, in fact, selling expertise, they 
were selling know-how, services, and so forth. So that they 
have made an investment per se, but it is not a financial 
investment, it is an investment in effort, time, know-how and 
so forth. 
Then I looked at, next, the security that Canada 
Square may have had to put up,what guarantees and so forth, and 
it struck me that the developer could ae the entire 
construction of the building based on the lease commitments of 
Ontario Hydro and the security of the property. Now, I am not 
using security in the lezal term, I am just saying the financing 


could be arranged based on the lease commitments, and this lease 


were 


(Tape H-2585 follows) 
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(Mr. Anson-Cartwright ) 
Phase2epg document is rather a unique one? I've never, — 
I don't think there are many like it in Canada. It has, 
as you've probably heard the term, a "hell-or-high-water" 
clause so that the lease payments are made directly to 
the debtor of the developer, of the lessor. 

Mr. Bullbrook: Are you inferring that that is 
kaa relatively or comparatively unique, that type of 
arrangement? 

Mr. Anson-Cartwright: It is a unique feature of 
this particular contract. 

Mr. Bullbrook: Your phrasing is good and I just 
wanted to make sure. It's unique in the context of this 
document. xX&xksxuniauexx 

Mr. Anson-Cartwright: It's unique in the context 
and I wouldn't say that 4 not every lease certainly would 
have a provision that makes the lessees obligation to 
pay rent absolute and unconditional. 

Mr. Shibley: Which is the obligation of Hydro 
under the lease in this question. 

BE genet 17 

Mr. Anson-Cartwright: You know, I think that this 
is a legal matter, I'm getting slightly out of my field.of COWhe 

Mr. Bullbrook: I'm sorry. Then just forget about 
my question. Go ahead sir, 

Mr, Anson-Cartwright: I don't want to appear 
legalistic in any a hich I'm just saying that normally 


there is a provision that the rent be paid subject to 


the enjoyment of the property by the lessee, pbc . etc. 


September 14, 1973 
1:45 - 1:50 p.m. 
H 2585-2 D.L. 
Mr. Walker: That still applies to part of the 
amount. 
Mr. Anson-Cartwright: Oh yes. 
Mr. Walker: You are sp separating of course, the 
amount that's payable directly to Prudential. 
Mr. Anson-Cartwright: My only point here is that 
I'm talking about the investment in the project by the 
developer. And I'm saying first of all, that it does not 
appear to be an equity # investment required by the 


= lem Ur is Yok Spelled 
developer > "Beat in the documents he may be required 


- => H 


to do some additional financing and make some equity invest- 
ment, but it doesn't appear in the documents. Secondly, 

I am saying that on the strength of these lease commitments 
the developer could obtain financing to completely finance 
the construction of the building, the $45 million 4 he could 
mortgeage out. 

Mr. Walker: There is an equity, is there not, up 
until 1979. because money has to be borrowed from the interim 
financier and the person responsible is the contractor not 
Hydro, although there is an obligation to Hydro to take over 
or sign the lease at that time. So in the meantime, there 
is an equity. He is on the hook for three years for $45 
million, or for what may amount ufttnaytery to $45 million. 

Mr. Anson-Cartwright: Let me say that I don't regard 
that as an equity investment, that those predevelopment costs 
are covered in the $45 million borrowings. 

Mr. Walker: Those borrowings are made from Moog's 
own financier. 

Mr. Shibley: No, that's not right, Mr. Walker. Ze 


Mr. Walker: The Bank of Montreale 
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Mr. Shibley: The Canada Square Corporation during 
the period of construction can encumber the building for 
their costg of the construction, less $2 million. So even 
during the period of construction Canada Square need not 
ever be at risk, so to speak, in terms of equity beyond 
$2 million. 

Mr, Walker: Can they be sued on the covenant? 

Mr. Shibley: Well, the point of the matter is the 
building is up for 

Mr. Walker: But can they? 

Mr. Shiblgey: Well wak what good is the covenant? 

The only asset that's in the company as we understand it, 
is some cranes and this building. 

Mr. Walker: How much are the cranes wrth! 

Mr. Genest: Close to $2 million. 

Mr. Shibley: Well that's what I say, isp the $2 
million is the extent of their exposure. The building stands 
as security. But I think, Mr. Anson-Cartwright, you can 
make the point as to what you really mean —_ 

Mr. Finlayson: I'm sorry Mr. Shibley, but why do 
you assume that when we make a loan from the Bank of Montreal 
that we are not at risk? You don't know what the arrangements 
are between the Bank of Montreal and Canada Square and what 
other security we would have to put up in order to get that 
kind of interim financing. I don't think it's proper for you 
to suggest that there is no risk to Canada Square up until this 
building is completed to the satisfaction of Hydro, because 


there is, there's a very serious risk. 
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ir. Shibley: Well,I think we are off topic in any 
event, Mr. Finlayson, and if the witness waged ab za to go 
on and answer the true question and really that's directed 
to how much equity at any given time is in this building 
at the instance of Canada Square. 
Mr. Anson-Cartwright: My comment 4 I recognize 
Mr. Finlayson's point that there may be g risk during the 


oo 
construction period. My general comment is, there is not 


a substantial equity investment by the developer and that 


Peiche 
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(Mr. Anson-Cartwright ) 
| LiLo TE tgs ae ti ar Eat alas 7 on the security of 
the lease agreement, he could, in fact, obtain complete 
financing of the construction of the building. 

I recognize also that there is a down-side risk 
to the developer, that the building costs could exceed 
the appraised value, as appraised by Chaffe, MacKenzie 
and Ray, I believe it is, at the completion of construction. 
For example, if the building costs exceeded $44,400,000, 
there is a risk to the developer to that extent. 


tS 
Mr. Walker: What kind gs down-side? 





Mr. Deans: Can I ask you a question? 





Mr. Walker: Will you define down-side? 

ChAr 
Mr. Anson-Cartwright: If I define down-side, it's 
place lh lle chad ete EP ety Me Nell. 


A 





going that way. | i OG Ae 
g$ Mr. Walker: I appreciate that but I am trying 
to elaborate on the word down-side in Wa manner that is 
meaningful to me, which is-= the word isn't NOY ee is pontere. , 
Mr. Anson-Cartwright: I am saying that the 
developer is exposed, that he would have to meet financial 
commitments, borrowings and so forth and it's almost 
tantamount to an equity investment. He is guaranteeing 
something or he is.= exposure, I think is the best -— from 
a financial viewpoint 5 he does not pow favin. aan 
Mr. Walker: I have a little difficulty appreciating 
what the extent of down-side is. Now is thon... 
Mr. Anson-Cartwright: I'll] put it right in 
numbers. If the construction of the building costs $50 
million, he is committed to $44,400,000 and his Hig iown- 
side risk is $5,600,000. 
Mr. Walker: I appreciate exactly what you are 
saying and I know what that means. Hyweyer — 
Mr. Anson-Cartwright: That's what I am saying. 


That's my point. 
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Mr. Walker: However, what is the ¢@extent of 
down-side? Is there a possibility? Is there a probability? 
You know, we have an inflation today 

Mr. Deans: He is not in a position to tell you. 

Ww Walker: We is in & posilicin to<Tive An ASeCnowt, 

i. Cenest: I don't think he is in a position 
to assess the degree of risk. I think that he recognizes 
that there is a risk and that's all we need. He is not 
a builder.. He, 1s .Mot sees 

Mr. Walker: Now, he is the one who said it. All 
I am trying to do is put some handle on the degree of risk 
that he has to see if there is a measure to it. | bike fo seb at 


+2 prcbabs {RS Mase nD Sry Rove i¢ “”~ 60 POL Chur Chhnte 
Me 4, Anson-Cartwright: Well, I would like to ,. 


ehnscish 


I could make this one comment, that jf we must view my 








report as taking into consideration facts, figures, etc., 

at a particular point in time and that is basically, at 

the time of ¢X@yexecuting the documents, October L8th+<19F2- 
I believe it was. 


Mr. Walker: Well has that risk depreciated today 
¢ 


in the interim! 


Mr. Anson-Cartwright: Might I say that that is 


i 





Mr, Deans: Can I ask you .. 4... 


Mr. Anson-Cartwrigrht: Subsequent events may prove 





that the developer has substantial risk. It may prove that 
this particular issue which we are discussing was a freat 
deal. 


Mr. Walker: Well, have the yuh scussedsst» 





Mr. Ansong-Cartwright: It may come to that but I 
a ae } 


submit that you have to look at the facts at the time of 


- mano fs 
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(Mr. Anson-Cartwright) 





entering into the = 
Mr. Walker: I don't disagree with tna teed but ae 
Mr. Shibley: Let him finish. 
Mr. Renwick: Mr. Chairman, Mr. Walker is asking him 
to thet pedaddie quantify something that can't be quantified. 
Mr. Walker: Well, has the risk increased since - what 
date Gt conhach— 


Mr. Finlayson: I am going to join the objectionstoo. 


I don't, with great respect, to ME. Anson-Cartwright,,think we 
He is woh a builder, lle's reall bere = 





ought to put him in nets sition, 

Une. ilC2 He Sl Cal, Say TR Po CON « 
Lereguetenas to assess evidence which has been b ought before 
this committee and the members of the committee have got to 
make their own 4s as to what has happened subsequent 
to M#the execution of the agreement and what the risk was. 
You have heard from a number of people on this point and I 
don't think we should ask Mr. Anson-Cartwright to weigh® the 
evidence of the various witnesses and come to an opinion 
on this. I don't think that he would say it was within his 
sphere of expertise. OS * 

Mr. Chairman: I am smiling at the aren enenees I 
n Mittpépacreeing with ,. 

MR. Walker: In the face of overwhelming support 
from opposition, auoetin , Me airman, ! 

Mr. Shibley: To me you have got your signals 
crossed. 


Mr. Deans: Can I ask one question? May I ask 





one question? 
Mr. Chairman: Well, Mr. Deans has a question . zls or 
@n this (AdPpgyprgi point? 
, that 
Mr. Deans: No, it is not on ‘point. 
Mr. Deans: hie, 
Mr. Chairman: All Ma you want to make a 


comment on that point? 
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(Mr. Deans) 


Mr. Deans: @AMBIt's on what Mr. Anson-Cartwright 
just said, Thongh . 

Mr. Genest: I think MR. Anson-Cartwright may have 
inadvertantly said something tem I am sure he didn't mean. 
He said that the subsequent events.are not relevant and I 
just want to~put—to-him that they-are-not_relevant insofar— 
as they _were-not-fereseen. If these subsequent events— 


2587 - 1 follows 
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(Mr. Genest) 
anfhe said that the subsequent events are not relevant ema I just 
wanted to put to him that they are not relevant insofar as they were 
foreseen. 
not Pemegans~ If the subsequent events were femmeen foreseen ev 

Mr. Anson-Cartwright: With respect ° Mr. Genest, I am 
just dealing with my task, which was to attempt to ascertain from 
the facts whether this contract was the best deal that Ontario Hydro 
could have obtained. And in making that judgment, I don't think 
that you can look from hindsight and Sey nese 5 food costs, etc. 
have escalated". But also, you have to consider the whole 
agreement and if there are these risks in construction costs, 
there are also potential upside benefits in increased rents in 
commercial areas. Apa I think you just have to consider, as I 
say, in fairness, both sides to every particular issue. And if 
costs sian 7 et surely not necessarily in direct proportion, but 
surely aetivek al rents will escalate. 

Mr. Deans: Can I just ask c_, 

\MeCallum: 

Mn, Benesie And the demand-supply situation. 

Mr. Anson-Certwrignt : Demand and supply, I'm sorry, 
not in proportion, please =<, 

Mr. Deans: I just want to ask one question. ARé you 
able to tell me whether the sgt situation with regard to Canada 
Square being able to mortgage to the entire # value of the building, 
$45 million, without any equity,is usual or unusual with regard to 

\X other 
your ale aut in/developments that you have been involved in. 

Mr. Anson-Cartwright: The question is very difficult to 
answer. I am not trying to equivocate in any way. In most 
financing of buildings it's not entirely usual to mortgage out 
completely. I think there 18S 4 — @iiG@hateme Dut we have a = A a 
excuse me - 

Mr. Chairman: I don't think it was a comment that was 


—— al 
meant to be heard by all of us. 


September 14, 19 
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Mr. Genest: A comment to me, I'm sorry, Mr. Anson-Cartwr 
Mr. Anson-Cartwright: I have in fact though, seen 
ne 8 Huilding 
situations where somebody erects/per se and mortgages it out 
completely; that's not unusual. And I think in sale-lease-back 
transactions it's possible, I don't know what the frequency pe 
Ir, Deans: Yes, I want to just simply be clear. ARe 
you simply saying to me that you don't lie Hdcayse AAA 
as Renate CREE Ree No, I'm at buyers nae 


Mr. Deans: I want to be sure about it because you say 
/ 





ae 
in some instances that you know it has been done and /others ae dna 
/\ 


Mr. Anson-Cartwright: Well, you are asking me if +~ 






Mr. Deans : $¢ don't know whether it's me the normal 
ee 


practice or is an unusual practice. That's all I'm trying to 
determine for myself. eas ee experience in the field. 

lip, anson-Cartwri ht Are you talking about a lease- 
purchase transaction? 

AF 

Mr. Genest: You should be talking about it. 

i Perse scabs Nhe tea You see your Gegemien question was - 
the reason that I'm unable to give you a specific answer is that you 
have to talk about a specific type of transaction. I mean, if you 
talking about erection of a building and the mortgaging out of it, 
it's different than a lease~back transaction. 

Mr. Deans: Let me try it again then. Do you have any 
previous experience in a lease-purchase arrangement of this type? 

Mr. Anson-Cartwright: @ Yes. 


a ee ee eS 
Mr. Deans: Okay, then the experience that you have, has 


—— 


it been normal for the c-. 


Mr. Bullbrook: Don't use the word “normal” ~ Yas it happe 
ee 


Mr. Deans: Well pe@giesGsiptse all right,has it happened 
} 


or is it frequent, I don't know, maybe you can tell me the 





frequency. 


Mr. Anson-Cartwright: Take your mortgage out! 


Mr. Deans: For your mortgaging the entire building 
at 
without any equity involvement on the part of the developer. 


That's what I was really after, I am sorry. 


September 14, 1973 
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Mr. Anson-Cartwright: I would say that usually there is 
an equity participation by the developer. 
Mr. Deans: And that is a — 
Mr. Anson-Cartwrignt : It's usual for the developer per se 
to be at risk, yes. 
Mr. Deans: Okay, that's all I wanted. That's really 
what I was asking. I om phrased it very badly. 
Mr. Allan: Mr. Chairman, while we are on that matter, 


Ell 


it has been my feeling all the time that there is nothing wrong 


with this type of a 
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(Mr. Allan) 


NW agreement in this instance, 


W 
Mr. Anson-Cartight : No. 





Mr. Allan: Am I correct in that? 
Mr. Anson-Carthight : I think that's correct. I'm 
not meaning to say that this is something that is bad or 
anything. 
Mr. Chairman: Gentlemen, I think S -_ eeecelnaadiaieaiae 
our many interjections are detracting from perhaps the 
presentation of the report. 
Mr. Walker: That doesn't in any way diminish the essentiality 
or 20. 
Mr, Chairman: I'm not so sure whether we gained 
very much in this last exchange. However, if you would proceed , 
Mr. Shibley. 
Mr. Shibley: Thank you. No _w, just finishing off 
this question of risk to the Rete Ones ues risk that you 
are referring to relates to how much money it is going to 
cost him to build this building. 
crcdnacn=Oeeeeiane: That's right. 


Mr. Shibley: And if that cost happens to be greater —— 





I'm sorry, yes, greater than $45 million, he's a loser in 
that respect. Is that right? 


W 
Mr. Anson-Cartright: $44.4 million? 





Mr. Shibley: That's right, and if on the other hand 
the wage tes hae eeteee than that $45 million,then there 
is a reverse circumstance depending on the appraisal of the 
building and we'll get to that latter. Is that correct? 

Mr, ee, co of peat That's right. 

Mr. Shibley: That's putting it very simply. Now 
if we could go on and talk about the elements of profit, 


that is the next subject on your report, andyou make reference 


to the fact that in your view there are four elements of profit 
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(Mr. Shibley) 
which might accrue to Canada Square over the 30 year term of its 
lease-purchase contract with Hydro, and then you say, ‘Some of 
these profit elements are difficult to quantify.” 

Would you take it from there, Mr. Aiednefientndiehts 

Mr. angenadastiaht Yes, first of all I say they 
are difficult to quantify because as I think officials of 
Ontario Hydro have pointed out, this is a package deal. 
What I have tried to do is dissect the package and put it 
into various compartments. The first element is the... 


Mr. Bullbrook: Before you do that will you just read 





into the records so that it's shawna, pores your report says? 
"Some of these profit elements are difficult to quantifys 
Ever in my report I have estmated the profits to Canada 
Square Limited under certain reasonable assumptions excluding 
two of the elements of profits so that the profit analyses 
contained in this report would be conservative and would take 
into account any contingencies or additional expenses which 
might be incurred by the developer." 

I just wanted for us to recognize that. 

Mr. Shibley: To begin dane au 4 I say when we are 
throurh I intend to have the whole document exhibited as part 
of the evidence Mr. Bullbrook. But I'm glad you brought 
that to... 


L, 
Mr. Bullfook: I think it is important. 





Mr. Shibley: Yes. 
EAPC meds. 
Mr . Bullbrook: eigsw-Ke 's taken that posture to begin with. 
Mr. Shibley: That's right. I think you should expand on 
ae | 

that statement. 
Mr. Bullbrook: I don't really need him expanding on 

it. I just wanted us to realize that he had a predisposition 


@ 
towards #6nservatism in this respect, and I mean...... 


Mr, Allan: YOuare always in favour of conservatism. 
ee) 
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(Mr. Allan) 
Ath 
Ww agreement in this instance, 


) 
Mr. Anson-Cartright : No. 





Mr. Allan: Am I correct in that? 
Mr. Anson-Carthight : I think that's correct. I'm 
not meaning to say that this is something that is bad or 
anything. 
Mr. Chairman: Gentlemen, I think : - -: seeeianaaiaaiaaeel 
our many interjections are detracting from perhaps the 
presentation of the report. 
Mr. Walker: That doesn't in any way diminish the essentiality 
or it. 
Mr, Chairman: I'm not so sure whether we gained 
very much in this last exchange. However, if you would proceed, 
Mr. Shibley. 
Mr. Shibley: Thank you. No _w, just finishing off 
this question of risk to the devel quer, Ghee risk that you 
are referring to relates to how much money it is going to 
cost him to build this building. 


LJ 
Mr .Anson-Cartfight: That's right. 





Mr. Shibley: And if that cost happens to be greater —— 
I'm sorry, yes, greater than $45 million, he's a loser in 
that respect. Is that right? 


i 
Mr. Anson-Cartfright: $44.4 million? 





Mr. Shibley: That's right, and if on the other hand 
the sae: soe piaee emis than that $45 million,then there 
is a reverse circumstance depending on the appraisal of the 
building and we'll get to that latter. Is that correct? 


Ww 
Mr, Anson-Cartfights That's right. 





Mr. Shibley: That's putting it very simply. Now 
een neces ? 
if we could go on and talk about the elements of profit, 
that is the next subject on your report, andyou make reference 


to the fact that in your view there are four elements of profit 
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(Mr. Shibley) 
which might accrue to Canada Square over the 30 year term of its 
lease-purchase contract with Hydro, and then you say, "Some of 
these profit elements are difficult to quantify." 

Would you take it from there, Mr. iuxcestientetente 

Mr. irabhconeeetent: Yes, first of all I say they 
are difficult to quantify because as I think officials of 
Ontario Hydro have pointed out, this is a package deal. 
What I have tried to do is dissect the package and put it 


into various compartments. The first element is the... 


Mr. Bullbrook: Before you do that will you just read 





into the records so that it's ebowna, SOME your report says? 
Ng nes of these profit elements are arhisihac to quantifys 
Se over. in my report I have estmated the profits to Canadag 
Square Limited under certain reasonable assumptions excluding 
two of the elements of profits so that the profit analyses 
contained in this report would be conservative and would take 
into account any contingencies or additional expenses which 
might be incurred by the developer." 

I just wanted for us to recognize that. 

Mr. Shibley: To begin Wah mer I say when we are 
through I intend to have the whole document exhibited as part 
of the evidence tr. Bullbrook. But I'm glad you brought 
that to... 


, 
Mr, Bullfook: I think it is important. 





Mr. Shibley: Yes. 
Sper wa mene a. 
Mr. Bullbrook: eigsw Ke ' s taken that posture to begin with. 


Mr. Shibley: That's right. I think you should expand on 


cy 


that statement. 





Mr. Bullbrook: I don't really need him expanding on 
it. I just wanted us to realize that he had a predisposition 
@ 
towards @6nservatism in this respect, and I mean.. 


Mr. Allan: YOuare always in favour of conservatism. 
Neen ne cnc tain ere) 
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Mr. Bullbrook: If you are an example of it, I am. 
Mr. Walker: At some point are we going to see the 
assumptions and the excluded assumptions? 
Mr. Chairman: I don't know whether we'll see them 
today but at somepoint. 
Mr. Shibley: You'll get it all. 
Mr. Bullbrook: All right, let's go. 
Mr. Anson-Cartright: I think if I might carry on. The 


first element of profit is in the areas of the cost of Peet 


and according to my calculations the amount @ in the form of , 


rental required to amortize the cost of construction of the 





H2589 to follow 
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H-2589-1 
(Mr. Anson-Cartwright ) 
assuming a cost of $34 persouare foot for construction, and an 


interest rate of 8 per cent, is $3.24 per square foot. And as I 


sone 
said earlier I believe that officials of H ydro agree with me on 


that particular score. Corporation » 
In the estimate prepared by Canada Saquare/Limited the cost 
2 


of financing was quoted at $3.35 per square foot, and I think, as I 
have indicated in parenthesis in my report Mr. McCallum's testimony 
indicates the $3.24 and where he is dealing with the difference 
between $3.24 and $4.92. Now assuming that there is this 11 cent 
differential, that is the cost of amortizing this financing is 
$3.24 and there is a auotation of $3.35 that would represent a profit 
element with respect to financing, amd na before tax basis 
there would be a profit in that particular category of $3,986,000. 
Now I'm just mentioning that in passing that one of these elements 
is the possible profit in the area of financing, a quotation of $3.35 
add an actual cost of $3.24. 

Mr. Genest: Mr. Chairman, I wonder ,sI just want some guidance 
I have some questiéns to ask on all these matters. Is it your 
wish that I save them until he is finished the section? Would it be 
easier than if I interrupt. 

Mr. Chairman: Yes, I think so, Mr. Genest. 

Mr. Genest: All right. 

Mr. Chairman: I think that would be the one that would ‘be 
preferable. 

Mr. Shibley: Would you like to carry i ee Anson-Cartwright? 

Mr. Anson-Cartwright: All right. In its proposal to 
Ontario Hydro Canada Square estimated the mainfénance cost at $1.45 
per square foot and in the agreement there is an escalation provision 
whereby the maintenance costs in excess of that for the base year 
are borne by Ontario Hydro and not by the developer. Wow I really 
don't know whether the maintenance cost of $1.45 per square foot, 
quoted by Canada Square JCorp. Ltd. San contains an element of profit. 
I have, for example, not been provided with any breakdown of the 


maintenance cost by that particular developer. 


2:05 - 2:10 pm 
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Mr. Bullbrook: I'm sorry, Mr. Chairman, I know you don't 
Po eich, Reuters Mencia 


want interruptions. I haven't bean a party to too many. But this 





is very important from my point of view. Mr. Chairman, I am concerne 
you see because we are now looking at the possibility of profits, an 
these profits we will eventually have to weigh having regard to 
expertise, because that was the beginning. If there is an equity 
participation @ certainly ,wax something that Midenoterteed as an 
equity patticipation is BxexKpx expertise, right? Now I don't have 
any concern about expertise with respect to construction. The proof 
of that pudding will be in the building. But from your documentatio 
that was provided to you did you... this is what is causing me 
concern .. you have just said now that, for example, you didn't have 
any background material that would show expertise as I understand 
ae 

oat nae See eee That is not my field of expertise in 
any event - maintenance cost - but I did have an opportunity to see 
the file of one of the developers, namely Y and R Properties Ltd. 
who, I believe to be highly reputable and have a reel expertise in 
thisarea of maintenance. And their costs were broken down in 
minute detail. 


Mr. Bullbrook: In detail. WY¥1l that is the ppg oe 


H-2580-1 follows 
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(Mr. Anson-Cartwright ) i 
and their costs were broken down in minute -- 
i Mr. Bullbrook: In detail. 
Mr. Anson-Cartwright : In minute detail. 


Mr. Bullbrook: All right. Well, that's the point -- 

Mr. Anson-Cartwright: By ga square foot and even by 
gross figures and so forth and I seem to recall that they came to a 
figure of $1.34 or $1.35 per square foot. 

Mr. Shibley: Their then calculation of their cost 
was $1.09 escalated to $1.35 in their proposal for a base year 1974. 

Mr. Anson-Cartwright: They had a figure at the time 
of the proposal of $1.09 and you are right, they did escalate it to 
$1.34. 

Mr. Shibley: Yes, so that for a base year of 1974 but 
they broke down their costs in cents if you remember in that schedule 
- the foolscap page - penny by penny for elements of cost 4. $1.09 
as at the time they were making up their submission. They projected 
forward for escalation and came up with $1.35 figure as part of their 
proposal. 


Mr. Genest: I think it's important, Mr. Chairman, I 


am sorry -- 





Mr. Chairman: Yes, Mr. Genest, while we have got into 
it, now is the time to make your point on this. 

Mr. Ggaemx CGenest: It is important to note that the 
Canada Square base year is 1975. 


Mr. Shibley: I realize that. That's why I said 


"7TH, This was '75. There's an extra year in there. 
Mr. Chairman: I think we have also got to be careful 


in using Y and R as necessarily cur —yinele or tak cawmell. 
Mr. Genest: Right. To compare them I think you would 
have to add another year's escalation to Y and R's figures. 
Mr. Anson-Cartwright: Wahess somebody think I have made 
& Freudian slip, I have as a guide to the committee prepared calculations 
Showing pine vt per square foot in the m& maintenance cost component of 


the annual rental. I am not saying in that calculation that the 


amount of the maintenance cost should be $1.35 per square foot, Mr. 
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(Mr. Anson-Cartwright) 
Genest. I am not relying, for example,on Y and R's calculations. 
What I am trying to do is show that by a profit in this area of 10 
cents, there is an increase in the overall profit to the developer 
of so much and I recognize that there could be no profit. I would 
hope that the developer pram wouldn't enter into the agreement 
contemplating a loss in the base year, because he is going to be stuck 
with that loss for the rest of the 30-year contract and no prudent 
developer would contemplate a loss in the base year. He would use 
his best & efforts to -- 

Mr. Finlayson: Well, Mr. Chairman, I have to object 
to this, with great respect because the base year is 1975. We have 
already heard from MR. Exige that if he had to bid now, this year, 
that he would have to bid $1.60 in order to have maintenance. 
Now, to take a figure of 10 cents straight out of the air and 
attribute it as a profit to my client is no more fair, I respectfully 
submit, than to assume a loss of 10 cents and make the same projection. 
Lt *i3 than an 
We nothing more aR arithmetical calculation. 

Iw Sheb ~ hats haf Up Sh 

Mr. Anson-Cartwright: I recognize that completely, 


Mr. Finlayson,and in my calculations I have said there is - I have 


excluded any profit in that area. 


Mr. Finlayson: Well, why do we do this? I mean, 
Tam worried about the press. They write that down. 


Mr. Shibley: Oh, no. I think you have misconceived Hy 
thingg. Perhaps you had better explain Again, wninreunanaie 
Wnfortunately the 10 cents happened to be the same spread as between 
Y and R., I think he was just giving a factor such that - let's say, 
that the profit was five cents, it would fax be half the amount computed 
for 10. Ora profit of 20 cents, it would be double. If there was 
a loss of 10 cents, it would be equal to the 10 cents. It if Just 
a factor. Am I not right in that respect, Mr. Anson-Cartwright? 

x Mr. Anson-Cartwright: I think what we might do is 
read my wording and if it's not clear, I think I have said that merely 
as a guide to the committee I had prepared an alternative calculation 


of profit which might accrue to Canada Square, assuming that there 


will be a profit of 10 cents per square foot in the maintenance cost 


H-2590-3 Sept. 14/73 
2.10 to 2.15 pm 
DT 


clearly that I am not in a position to quantify the profit element, 


if any, in the area of maintenance cost, and my analyses are prepared 





thak 
on the basis (a) $f there is no profitj;and (bf that there might be 
a profit of 10 cents per square foot. And I go on to say that 
while the developer should not have provided for losses in the area 


of maintenance costs at the time of entering into the agreement, 


Subsequent events rr ee, 


a“ 


(H-2591 to follow) 


- H-2590-2 Sept. 14/73 
2.10 to 2.15 pm 
DT 


(Mr. Anson-Cartwright) 

Genest. I am not relying, for example, on Y and R's calculations. 
What I am trying to do is show that by a profit in this area of 10 
cents, there is an increase in the overall profit to the developer 

of so much and I recognize that there could be no profit. I would 
hope that the developer pm wouldn't enter into the agreement 
contemplating a loss in the base year, because he is going to be stuck 
with that loss for the rest of the 30-year contract and no prudent 
developer would contemplate a loss in the base year. He would use 
his best & efforts to -- 

Mr. Finlayson: Well, Mr. Chairman, I have to object 
to this, with great respect because the base year is 1975. We have 
already heard from MR. Exige that if he had to bid now, this year, 
that he would have to bid $1.60 in order to have maintenance. 


Now, to take a figure of 10 cents straight out of the air and 





attribute it as a profit to my client is no more fair, I respectfully 
submit, than to assume a loss of 10 cents and make the same projection. 


Ltris than an 
AN nothing more po gc oe ieee calculation. 


(we. bobloy s Tat's Uhof ho Sad. 

Mr. Anson-Cartwright: I recognize that completely, 
Mr. Finlayson,and in my calculations I have said there is - I have 
excluded any profit in that area. 

Mr. Finlayson: Well, why do we do this? I mean, 
Tam worried about the press. They write that down. 

Mr. Shibley: On, 1a; I think you have misconceived 
thingg. Perhaps you had better explain, Again, weiareanasadx 
Wnfortunately the 10 cents happened to be the same spread as between 
Y and R. I think he was just giving a factor such that - let's say, 
that the profit was five cents, it would fax be half the amount computed 
for 10. Ora profit of 20 cents, it would be double. If there was 
a loss of 10 cents, it would be equal to the 10 cents. It is just 
a factor. Am I not right in that respect, Mr. Anson-Cartwright? 

4 Mr. Anson-Cartwright: I think what we might do is 
read my wording and if it's not clear, I think I have said that merely 
as a guide to the committee I had prepared an alternative calculation 
of profit which might accrue to Canada Square, assuming that there 


will be a profit of 10 cents per square foot in the maintenance cost 


H-2590-3 Sept. 14/73 
2.10 to 2.15 pm 


DT 
(Mr. Anson-Cartwright) 


component of the annual Kettar doe then I say it should be noted quite 
clearly that I am not in a position to quantify the profit element, 

if any, in the area of maintenance cost, and my analyses are prepared 
on the basis an eam is no profit) and (bf that there might be 

a profit of 10 cents per square foot. And I go on to say that 

while the developer should not have provided for losses in the area 


of maintenance costs at the time of entering into the agreement, 


subsequent events San mts 


a 


(H-2591 to follow) 


Sept .16/73 
2.15-2.20p.m. 
B.A. 


H-2591-1 


(Mr. Anson-Cartwrirht ) 





_ errant pine—eeement subsequent events may result in 
an underestimation of the maintenance costs for the base year. 
__Mr. Shibley: Just on that score, Mr. Anson-Cartwright, 
arcain, are we back to the point that this hwx has to be looked at 
from the point of view of the position of the parties at the time 
the contract was entered into. 
Mr. Anson+Cartwrirht: Absolutely, yes. 

Pia) gS le And I took your earlier answer to mean 
that when Canada Sauare quoted $1.45, you would anticipate that 
it had computed that as an amount which, with a base year of 
$48 1975, would at #least cover its maintenance costs. 

Mr. Anson-Cartwright: That is correct. 

/ FEEXAR RRRG ER BeRTANE | Arc that, so far as assessing 

the transaction and whdher Hydro made the best deal it could make, 
we have to have regard for the circumstances as at the time of 
the meeting. 

abi eee At that time. 

Mr. Renwick: Mr. Anson-Cartwright, is this one of the 
elements you excluded? 

i ee eae 148, Lola, 


B me 
Mr. Genest: Excuse mrx Mr. Chairman, it seems to me that 
Pg 


there is eectnee side to it that should be looked at and that 18, 
Hydro's estimate of what could happen in 1975. In judging whether 
they made the right deal mg or not, even if they believed that 
the developer had under-estimated his development costs and that he 
would memxk probably lose money on his maintenance, that is surely 
a very relevant consideration. 

Mr. Chairman: I think if you have some estimates of that 
nikture, that we can hear them perhans subseauentiy, if you want to 


put them forward, Mr. Genest. 


Mr. Genest: No, I say there is very strong evidence, 
ES 


2 
H-2591-3 Sept .16/73 
2.15-2.20p Mm. 
B.A. 
(Mr. Genest) 
tha 
a thinkd, on the part of Hydro that they believed $1.45 contained 
no profit. 
Mr. Chairman : Maybe in comparison with Hydro's costs 
hui initio 
of maintenance. 
Mr. Genest: Well, Hydro costs for maintenance were sky high. 


Mr. Anson-Cartwright: As I say, I have prevared my 


calculations im on the basis that there is no profit. 





Mr. Shibley: Thank you, Mr. Anson-Cartwright. 

Mr. Chairman: You have done it two ways. 

Mr. Shibley: Now, the third element of profit which you 
have considered a ee Sutlaers or construction profit. Would you 
fo on with that, please? 

Mr. Anson-Cartwright: Yes, I have said && thatithis 
is a package deal and nere has been an indication that the 
developer would obtain no profit on construction, gg@ I have 
said that it is normal for a developer to obtain, or at 
Seage least, it is not abnormal for a developer to obtain a 

buildér's 
construction or Raktatisst profit which might be in the order 
of gy three or four per cent of costs. Now, I think that I have 
put in parenthesis there that there might have been a profit 
of $1.2 million, but I have excluded any builder's or construction 
profit from <= this is the I Pris on eat I have excluded. 
T have said, “in my analysis there is no builders or cons$ruction 
profit”. 

Mr. Shibley: Now, just to be clear on that, so that 
before we embark on the next facet of this thing, you are saying 
therefore, that under item 1, on the financing ,youf calculated 
a before tax profit of just under $4 million, on maintenance of 
$1.95 cone 

Mr. Anson-Cartwright:Over the term. 

Mr. Shibley:You couldn't determine, you said, your 
calculation based on zero element of costs, and on builder's profit 


rma 
because there is no info tion available, you are soing on the 


H-2591-3 Sept .16/73 
2.15-2.20p.m. 
B.A. 


(Mr. Shibley) 
premise that there was no builders’ profit. 
Mr. Anson-Cartwright: That's right. 


ae cae ae ke 
Mr. Shibley: So xmmxar# suhsequent firsures are predicated 


on those premises. 





Mr. Anson-Cartwright: Right. i 

\ 
Qn, 

Mr. Shibley: If, in fact, Nee“ builder's profit of | 





four percent is included in the appraisal of this building wai 
? 
would amount to some $2 million additional to the developer, 


Mr. Anson-Cartwright: I suppose that is right. I haven't 
apc iene End = aaa 


really taken that ..., fh 


Mr. Shibley: I am not raising that as a question with : 
you, but this gammm committee fully understands the significance 


of what I have said because, whereas cost was originally intended 
not to include a builder's profit we now realize that appraised ; 
value is intended by definition, to include a profit. 

oi en hanced gt Yes, that's right. 

Mr. Genest: I'd like to have a small quibble here. 

Mr. Shibley: Sure. 


Mr. Genest: Mr. Shibley uses the figure of four per cent. 


a ee a ons 





The wk witness in his report uses the figures three or four, and 

relies for corroborative evidence on the evidence of Mr. McCallum, : 
who says, two and a half to three and a haif per cent, and Mr. MeCallu 
said, in fact, "I would allow him two and a half per cent”. So, . 


Tl don't know )@itaak@-96020-164<--}== 532 








(Tape H-2592 follows) 


OeCpbe ats 1d 
2:20 - 2:25 pm 
CA 
H-2592-1 
(Mr. Genest) 
lemme Now we escalate that from 2% to 4, It is sort of a bootstrap 
operation which I don't understand. ny 
Mr. Shibley: a have the tae there was 

repeated evidence that \ee’should be more like 4. That came from 
people lkke </i> Hanscomb Roy. It came from people like Tamblyn. 
I thought it was, and I thought McCallum's $1,200,000 was based on 
a lower square footage basis, a smaller building area. I don't think 
4t is worth spending time on. 


Mr.Genest: No, I know, but,don't use the top. 





Mr. Shibley: $1,200,000 is what he put in. Omay. Can 
—— ied 
we go on to the next topic on page 5. 


Mr. Chairman: I'm being harshly criticized by way of 





glances from Mr. Glen Hodgson for the interruptions that I have 
permitted. 

Mr. ®.G. Hodgson: I was wondering if Mr. Genest or the 
Hydro can give us the correct figure that Chaffe or some of these 
people might contribute to appraisal, endght be very interesting 
to have those. 


Mr. Genest: We have given you our best evidence. Mr. McCallum 





who I think was qualified by Mr. Shibley as a person very experienced 
in dealing with contractors and developers, said his best estimate 


was 234 per cent. ot 


Mr. R.G. Hodgson: I understoodywasn't appraisal evidence. 





Mr. Shibley: In addition I think that there was the evidence 





of some gs of the developers that a construction profit of around 
3 per cent on a project of te this size would batenel 


Mr. Genest: I haven't heard anything over three. 





Mr. Anson-Cartwright: I think that Mr. Mink made an estimate 





of 3 per cent, the profit being $1 million. 

Mr. Shibley: Yes. All right. We'll go on with page 5 now 
of your report. You deal with this problem of the difference 
between actual cost and appraised value. And I might tell you that 


this has been the subject of much, much evidence before this committee, 


and any @ enlightenment you might shed on the subject is welcome. 


WEpl.e. 24s 15 
2:20 - 2:25 pm 
CA 
H-2592-2 

Mr. Anson-Cartwright: Well, I'm just saying that there is 
another component of profit which would be the difference between 
the actual cost of cons tructsongand that cost of construction could 
properly, I believe, include a builder's or construction profit whic 

tie subject of my vast remarks tha the appraised value as 
indicated @ or contemplated in paragrph 2 of the letter agreement 
between Canada Square and Ontario Hydro. If there is a difference 
between the appraised valuey and the actual cost of construction, 
provided the appraised value is at least this $44,400,000 as 
determined by the evaluators, the excess of the appraised value over 
actual cost will sip Si Cons S* profit to Canada Square because the 
rental of $4.92 per square foot is in part based on the financing 
of $44,400,000 at 8 per cent. 

There is also one minor additional element of profit which 
is the differencempmm between $44,400,000, and the permanent financing 
of $45 million which Canada Square could obtain. Now I understand 
that $600,000 cost is to cover certain start-up costs and expenses, 
that is my understanding. 

Mr. Finlayson: Mr. Chairman, I think the witness has 
misunderstood the agreement, because as I understood ay GAG difference 
between the $44,400,000 and the $45 million was the fee that is 
payable to the mortgage company as a standby fee for making that 
8 per cent availabe. So there is no element of profit there at all. 


It is sheer as ant and is being incurred right now. 
Viv { ¢ if <4 gon Nabi 


on thats 
Mr.Chairman: Any SAM oot 2 ree pee 


Mr. Anson-Cartwright: Yes, I do understand that to be —= 


tn eeeeeeeeenee enemas ey 


I've had a memory lapse.«I did understand that to be some additional 












costs, I didn't know if they wre financing or start-up costs, and 
that was to be.., ace 
( +€ pe 
Mr. Finlayson: €andby, At is what we have got to 
pay the Prudential to keep that money available for us in 1975. 


Mr. Genest: $625,000. 





Mr. Finlayson: $625,000. Which is more than.. 


RE ere 


Mr. Shibley: Well (leaving the last sentence out of it 


ieee enema 


because I agree with Mr. Finlayson in that ad dasha I don't know 





ae 


weve ae 1 
2:20 — 2:25 pm 
CA 
H- 2592-3 
(Mr. Shibley) 


whether there was evidence to that effect, but I think it clears it 





up. 
Mr. Genest: Yes there Ae, Mn. Shibley. 
Mr. Shibley: Thank you, okay, okay. Jesus Wap Fey ‘re 
hyper. 


The point you are making with respect to the first part, 
and that is the significant portion of the statement, is that by 


adopting the appraised value yg, 


H-2593-1 follows 


H 2593 - 1 Sept. 14/73 
2:25 =< 2:30 pm 
C.B. 


(Mr. Shibley) 





route the 





appraisel might exceed the actual cost of construction,— 

Mr. Anson-Cartright: That's right. 

Mr .Shibley:-IW interim finance and design fees leaving 
a net profit in that area for the developer. 


Mr. Anson-Cartwright: Right. 


Mr. Shibley: So mmlong as he can get it on appraisal. 





Mr. Anson-Cartwright: Now in my projections I've shown 
costs to be i excessike of $44 million as well, We'll see, _, 

Mr. Shibley: weil we'll get to those. It can work 
both ways as you indicated, because the $45 million is, so 
to speak, upset price, and if the buflding, if the hard costs 
of this building, what Kywax Hydro thinks to be the elements 
in costs exceed $45 million then it is the developer that is 
gcoing to be the loser. 

Mr. Anson-Cartwright: That's right. 

Mr. Shibley: Well ‘then will you go on with thenext 
element of profit? 

Mr. Anson-Cartwright: Well Ithink that is, as far as 
the elements go, I said there eee only four elements. 

Mr. Shibley: Yes. Well then, you then go on to deal 
with profit accruing to Canada Square pursuant to the agreement. 
Now in this respect you have estimated, I take it, the after- 
tax profits to be received by Canada Square under the terms of 
the agreement. Just for clarification, are the figures that we 
are about to deal with predicated upon the elements of cost, in 
terms of cost of financing, maintenance profith, builder's profit 
and differential between costs to construction and appraisal 


value, are those any part of the subject that we are now dealing 


with! 


H 2593 - 2 Sept. 14/73 
2:25 - 2:80 pm 
C.B. 


Mr. Anson-Cartwright : They all form part of the calculations, 
yes. 

Mr.Shibley: And in that respect you have made allowance 
in your computations for a profit on financing of $4 million, 
is that correct $3,986,000? 

eres Right, 

.Shibley: And zero Yf10 cents alternative figures 

on maintenance? 


Mr. Mson-—Cartwright: That's right. 
Se ed 





Mr, Shibley: N@thing for builder's profit? 
RE a LIS 2 

Pes BSQnst ax wre gs 5 Nothing for builder's rpprofit. 

Mr. Shibley: Anything at all for the difference between 
construction and appraised value? 

Al Tuntas aia 2s: No. 

Mr. Shibley: No. So that in fact only one, on your 
computations only the first of the four forms an element of 
the profit figures that you are now to deal with, with the 
exception that you do provide.p4...-... 

Mr. Genest: The first ka two. 

Mr. Shibley:..,salternative calculations as for 
maintenance, zero of-10 cents. 

Mr. Anson-Cartwright: Well one of the alternatives 
does reflect a maintenance profit. 


Mr. Shibley: That's what I say. 


Mr. Anson-Cartwright: Yes. 





Mr. Shibley: YQ 've done it both ways. 
Mr. Anson-Cartwright: That's right. 
nl 


Mr. Shbley: One calculation contains only one of 





the elements in the profit of those four, the other calaulation 


contains thetwo. Now would you go on and deal with that please? 


H*é993 ="3 Sept. 14/73 


2:25 - 2:30 pm 
C.B. 


Mr. Renwick: May I just get that clear referring to 
that part that Mr. Bullbrook had quoted into the record, "I've 
estimated the profits to Canada Square Limited under certain 
, excluding 
reasonable assumptions xex@kayx axakedu two of the elements". 
As I understand it now, one estimate is based on 
excluding three elements and one estimate is based on excluding 


two elements. Is that now my understanding? 


Mr. Anson-Cartwright: That would be a fair assessment 
_ need > 





Mr. Renwé#ck. 

Mr. Genest: I think there is another element that's 
in the calculations, that may be helpful Whe committee to 
know. There is an assumption of profit on commercial space. 
Am I not correct on that? 

Mr. Anson-Cartwrignt : That's right. 

Mr. Renwick: Perhaps we could is t get this nae 
perfectly clear so that we are not all at cross-—purposes. 

Mr. Anson-Cartwright: I think that's a good idea. 

I wonder if we might @mu&k pass out schedule one, I think that 
that would help immeasurably Mr. Shibley. 

Mr. Chairman:} uess we better rely on you. 


5 bande 
A CRAY HG LG -also be serrerated: 





Mr, Shibley: That's page 21. 


now have 
Mr, Bullbrook: Do you think we could xe Ex mxam the 


We Kaye parted 
Mr. Renwick: aeagase he point of no return now, I would 
at 


think so. 








Mr. Genest: I would thinks. 


ae 
Mr. Anson-Cartwright: I would think you would be. 


Mr, Shibley: Are you happy enough now to have it 


nl 


all distributed. 
Mr. Chairman: Mr. Finlayson that goes for you too. 
—————EEEEE | 


Mr. Finlayson: Yes sir. 
pial aA cd eniat bax Pact 


Mr.Chairman: The whole works. 








Mr. Bullbrook: Yes we're getting somewhere we really 
en } 


need it now. 


H 25997 _ Sept. 14/73 
3 + 2725 - hes pm 


A member: Yes we have finished books to be bound. 





Mr. Renwick: It worked out terrific the whole thing. 





A member: What page are the assumptions on? 





Mr. Bullbrook: YOar suggestion made eminent good sense. 





2 
Mr. Genest: I prefer we go to schedule two first, 


Mr. Chairman. Talking about present values. 
A member: Page ll. 
ed 


Mr .Gfnest: Mr.Chairman. 


Mr. Chairman: Mr.Genest. 





Mr. Genest: I make this request quite seriously 


because if we go to schedule one I think we come to conslusions 


=a . 


H 2595 to follow 


September 14, 1973 
2:30 = 2:35 
H 2594-1 D.L. 


(Mr. Genest) 





Mr. Anson-Cartwright's own evidence the important ae ie 


is schedule 2 where we have present values of what schedule 
1 talks about. Is that not right, Mr. Anson-Cartwright? 

Mr. Chairman: Well, Mr,.— 

Mr. Shibley: We're going to get it all “QQ. 

fr Cuwaks Weve goa alt eo, yes 

Mr, Chairman: Mr. Anson- artwright in that you are 
the one that prepared it, which way do you think it most 
fairly presented now? To go to schedule 2 or schedule 1? 

Mr. Anson-Cartwright : What I think we should do is 
finish page five then go to pages 11 and 12 which are basically 
the sky tlt Le that I can answer Mr. Renwick's4 straighten 
out Mr. Renwick's question and then at the same time be dealing 
with schedules 1 and 2, 

; aat 5 

Mr. Genest: ES: 5 and 6. 

Mr. Shibley: Let's leave the witness to his own resources. 
I think that this is terribly complex and difficult enough 
without a lot of interjection or interruption. 


Mr, Genest: I'm sorry Mr. Shibley, I quite agree, 


Mr. Shibley:. You just spoileg agedn lig gests 


Mr. Bullbrook: Are we missing ks ur ace é 


Mr. Shibley: You should have as many as twenty pages 


of the report. 





PA 3-od "Fave thee 
Mr. Bullbrook: Retlsariset No, flrole-taice before | 


Mr. Shibley: O.K. Now we're back to page 5 — 


Mr. Allan: 


September 14, 1973 
2:30 = 2:35 p.m. 
H 2594-2 D.L. 
Mr . BOA gan : If the press will come to order, the 


Committee will proceed. Fine Mr, Shibley. 

Mr. Shibley: All right, you wanted to proceed on 
the basis of page five, completing page five, if you will 
carry on, Mr. Anson-Cartwright. 

Mr. Anson-Cartwright: We are getting in to the meat 
of my report and I might say that I thought about the 
presentation of this particular area for some time. My view 
was that the best way to present the profit to a developer to 
the Committee was to take the present value of the future 
stream of after.tax profits and estimate that. And I estimated 
that at approximately sé $5.4 million. Now so that it 
wouldn't be misunderstood by the Committee — — 

Mr. Allan: What sheet is that? 

Mr, Anson-Cartwright: Page 5, Mr. Allan. $5.4 million. 
Now, so that everybody would understand what I was saying and 
wouldn't misconstrue that as being the profit over the term 
of thirty years, which would then not be in context, I also 
presented the, estimated the after-tax profit that would accrue 


/ 


over the thirty.year term, assuming an # investment of cash-flow 


at 5%, and that needs clarification. In addition, I showed the 


estimated profit, assuming that the cash-flow, which is not 


he 
invested at all €here is no investment OF =, Aa ee 


September 14, 197 
2:35 - 2:40 p.m. 
H-2595-1 B.G. 


(Mr. Ansnon-Cartwright ) 





cash flow, which in my view is not a reasonable assumption, but 


I just presented all those figures so that you can become quite 
clear of my findings. 


Mr, Shibley: Just before you go on, Mr. Anson-Cartwright, 





I want to be perfectly clear on this. On page 5 on 1(a) the figure 
of $17.5 million is found. 

Mr. Anson-Cartwright: Yes. 

MrfShibley: And that is the after-tax profit of Canada 
Square over the full term of 30 years, based upon the investment 
# of cash flow at 8 per cent. 

Mr. Anson-Cartwright: Yes. 

Mr. Shibley: The second figure, of $7,421,004, is the 
estimate of profit to Canada Square, assuming that the Sati flow 
is not invested. Is that correct? 

Mr. Anson-Cartwright: That's correct. 

MY Shibley: And you said just a moment aggo that in your 
viewy“what is your view as to whether that is a Ae enine? 


Mr. Anson-Cartwright: Well, I don't think that a 





developer would merely put his cash flow in a non~chequing par 
account and I do not think that that is a reasonable assumption, 
but it's there just so that everybody can be clear in their own 
minds what the after-tax profit is. 


Mr. Shibley: All right; I might advise the committee 





that this is one area where counsel for Canada Square and Hydro 

do raise an issue with the approach taken by Mr. Anson-Cartwright, 
70 

and\ép doubt will want to put questions in this area. At the 

moment I am only agpmee anxious to alert the committee and everyone 

here that so far as Mr. Anson-Cartwright is concerned, the after-tax 


profit over thirty years should be estimated at $17.5 million. 


September 14, 1973 
2:35 - 2:40 p.m. 
H-2595-2 B.G. 
(Mr. Shibley) 
In deference to the point of view asserted by counsel for Hydro, 
the estimate of $7,421, 000% has been included on the basis——and 
the issue is whether it makes sense to anticipate that the cash 
flow would be invested at 8 per cent during the term of the lease, 
and we will be getting into that a little later. 
Then, with respect to the third figure - 
Mr. Genest: Mr. Shibley, the other issue is whether that 
cash flow is in fact available, because that depends on capital 
cost allowance. 
Mr. Shibley: Yes, we will get to that also. That's a 
separate section. So there are a couple of issues revfolving around 
Sie 


these figures. 


Mr. Finlayson: If you don't get the money, you can't 





invest it. 

Mr. Shibley: Yes. Now thy. and this may seem anomalous 
to all of us and I must say I'm looking forward to the explanation 
myself, but the third figure that is there, which is $5,391,000,, 
which is called the present value of the future stream of oe Sea 
profits, is a jwasees present value, which «gm is the present value 
of either of the $17.5 million or $7,421,000, and both Mr. Nastich 
and Mr. Anson-Cartwright agree that whether either figure is taken 
as the profit over thirty years, the present vaiue of this contract 


is $5,391,000. That's correct. 
Mh oreg 
Mr. Genest: Subject to agreement on the assumption 
an 


an 
mm capital cost allowégde. 
Mr. Shibley: Yes, all right. 


Mr. Chairman: I understand that capital cost allowance ues 





Mr. Shibley: Leave that to one side for the moment. 


ee 


Mr. Genest: It is vital. 


al 


s 
fir. Chairman: _- bthe vital matter. Well, I think it's 





important to have that noted as far as the press is concerned now. 


Mr. Shibley: All right; okay y nov — 


ee ee 
















September 14, 197 
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——— 
— NS eee a 

6 Se Oe ee _—— 
- Se Pd = = a ae 


Mr. Chairman: I assume that the committee will ultimately 
get the truth. I em am concerned about what the public may get in 


the interval. 


Mr. W. Newman: Mr. Angson-Cartwright, 1' meets’ Sntused 
b 
about on 5.25 ecause I have trouble with figures. This $5,391,000, 


could Canada Square, provided a capital cost allowance ie available, 
WAS S297 t€sf — 
could he sell this? Could he “és TERC—=s 





Mr. Anson-Cartwright: That's basically what that figflare 





is worth. That is what the benefit is to the developer. Now, I 


ft 
@e- when you say could 





think that,under these assumptions, 
git if 
he sell the contract for ~% that value, I think that there would 
Fie Pe 
be a discougnt for risk performance and so forth. But <eigeets that's 


what I consider it to be worth to the dese=ee. developer. 


Fe ek ioe 


(Tape H-2596 follows) 


| 


H-2596-1 Sept. 14/73 
2.40 to 2.45 pm 
DT 


qMr. W. Newman$ =: 


Pine there be a big discount risk on that 





thing, would you think, or is that an unfair question? 
g My, canon Are You Humnk+.5 J) “gi ll? 
Mr. Anson-Cartwright: I guemms guess the critical area 
wha 
at any point in time 1s eek the maintenance costs are going to be. 
The @fmmmmmet financing costs seem to be fixed. 


Mr. Bullbrook: It can't be sold in any event. 
pill. terbutaline 


Mr. Shibley: This is a very important Feige Me. Newman 
has brought up actually and I would just like you ty ou are 

in effect saying that if a buyer came along to buy the contract, like 
today, and ry will take over this contract from you, and providing 
capital costs allowance is availabie, that buyer would be expected 

to pay Canada Square $5 million less & some discount for the 
contingencies that you've mentioned. 

Mr. Anson-Cartwrignt: The only dispute I have with 
that comment 1 sees" today! I think that's what he would have paid-—— 

Mr. Shibley: At the time of making the contract. 

Mr. Anson-Cartwright: ——-At the time of making the 
contract, => Now, at the time of making the contract, assuming 
completion of the building, eg then you have to take into consideration 
maintenance costs and so forth in determining your risk, at any 
particular point in time when it might be sold. 

Mr. Shibley: It might be worth less today having 


regard for escalation. 


Mr. @ Anson-Cartwright: That's right. 


ee ne 


Mr. Shibley: Yes. 


Mr, hitommeeex Allan: Mr. Shibley, could I -- 
jean eenest = 
Mr. thedauax I am sorry, Mr. Allan, It should be 





brought ‘aie head Mr. Anson-Cartwright has very firmly stated that 
he is looking/it from the date of the signature of the contract, that 
the eight per cent financing was not firm. There was an element of 
risk to the developer that he eiiacadamte £3 wouldn't get his money at 
eight per cent. Is that not a fdr comment? 


Mr. Shibley: Not at the time the contract was signed, 





I don't believe. 


H-2596-2 oe 14/73 
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Mr. Genest: Yes. 
vy ae eg On, fe 
: ey: I thought the rate was fixed on October 


3rd. 
Mr. Renwick: October 3rd. 
Mr. Shibley: Well, October 4 was when the rate was 


fixed with Prudential. They didn't sign the documents until November 
ist. I know they bidet Sa-Coe commitment until November 8th, 
affirmed, but that's why I was interested in the sequence of the 
ao Sumer’ 6, lap as at the time the documentation was made formal, I 
think that risk was behind him. 

Mr. Finlayson: We went firm in ppenotti aie and 
we sure didn't haveceTEnt per cent money then. 

Shibley: 

Mr. See = That's a valid point, I think. 

Well, if you will carry on then. You now are going to do an in-depth 


analysis of each of these figures. 


Mr. Chairman: We are cutting out Mr. Ailan here -- 
Mr. Shibley: I am sorry. 
Mr. Allan: I only wanted to clear up something in my 


own mind with respect to that. I am not thinking of buying this, 
ede $5,391,000. That is really what one might expect to get from 
that contract, isn't it,and no one would pay Ainmcieaiaeies. the full amount 
of what he expected to get from the contract. He would want to see 
some profit in there somewhere, wouldn't he? 

Mr. Anson-Cartwright: This is what I call the benefit 
to the builder. This is what he can derive oy fran the CortacA, 

Mr. Allan: What he can hope to get. 


Mr. Anson-Cartwright: @e term discounted to the 


present, if you understand what I'm saying. It 1S GckeiictehSemaiOHOeiea Ge omiae 


times. comparable to the $7,500,000 over the term. 


Mr. Allan: Yes, that is so but -- 


I 


Mr. Anson-Cartwright: If the contract went on for 


Ee < 
infinity you might have gs a huge Kf" Af A wetd alwags 
COnL & — 

Mr. Allan: I can understand that but I can't think 
that anyone would look at that as a reasonable purchase, the contract 


would be a reasonable purchase at $5,391,000. 


Mr. Anson—Cartwright: I think that's a fair comment. 


re TS 


H-2596-3 2-80 “esa: fi 
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Mr. Anson-Cartwright ) 
have said that a subsequent purchaser would discount it but this is 
he benefit to the developer on a present value basis. 

Mr. Allan: With patience. 


Mr. W. Hodgson: Is this present-day value? 


Mr. Shibley: No, not with patience. That's his 





present—day value. 





Mr. Allan: His present—day value. 
Mr. Bullbrock: Isn't ahd jung effect .what he is saying 
here,to my simple mind, that here is a money-making machine, if you 


can say that, Geniugebi premiseeeen capital cost allowance and everything 
else, that would produce over 30 years with the investment, that money— 


making machine would produce a cash flow of $17.5 million and 


somebody might -- SED. 
Mr. Shibley: No, after-tax profit of -- 
SERS 
Mr. Bullbrook: I'm sorry, an@ after-tax profit of 





$17.5 million and somebody might say =- 


Ny. Deans: 
a No, it wouldn't. 


at 
Mr. Bullbrook: With an investment #f& eight per cent if Cwuld, 
and I will put in § (b) also but basically isn't Mr. Anson-Cartwright 
saying, and if it was a marketable machine, a man might want to buy 


that machine to get that tax profit over that period of time but they 


might bargain as to what the price wan” rant that right? 


| 
| 








Ow 
Mr. Genest: would have to guarantee the machine 


would keep @7 gorng, er 
eit, 


Mr, Allan: ieee that's So, but. 





Mr. Bullbrook: That's another contingency too. 
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V.H. 
(Mr. Allanjs 
enTE EGE anyone wants to buy something and not get any 
good out of it for 30 years. Looking at the /! 7,421,000, if 
the money was used, if this was a company, wouldn't they 
want to pay dividends? 
Mr. Genest: Yes. 
Mr. Allans Sure. So che 7, BOSTRED seems to me 
to be a kind of unrealistic figure. 
Mr. Anson-Cartwright: I think we should clarify 
that dividend issue. Who owns the shares of the developer 
corporation? 
Mr, Allan: Well, at the presant time, it would 
be Canada Square, wouldn't it? 
Mr. Shibley: Yes. 
Mr. Anson-Cartwright: No. Canada Square is the 
corporation, 
Mr. Shibley: Yonge-Eglinton own it. 
Mr. Allan: Well, you are dealing with a particular 
case. 
Mr. Shibley: It's a distraction if I may say 80. 
Mr. Allan. 
Mr, Genest: Well, I don't think it is. I think 
those are very pertinent questions. 


Mr. Shibley: The dividend question? 





Mr. Genest: Well, what I think Mr. Allan is getting 
at is the artificiality 5f/117,500,000 because on the same 
principe (ene salary of an MPP of $18,000 4geoula assume 
that if he only take-/5,000 to live, he would invest the 
remainder and he's really being paid $26,000 a year. I think 
I would have a hard time of persuading any of your gentlemen 
of that! Wy. Qeacess Wand dag thot Beet ceh 

Mr. Shibley: I would like Mr. Anson-Cartwright to 


evolve =- here again, I think this is where we lose out with 


this witness, if we just let him evolve in his own way y the 


three figures that he has set forth ee@ we will get i to it. 





H-2597-2 Sep 14, 1973 
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V.H. 

Mr, Chairman: I would just like to continue without 
interruption by anybody and let the interruptions come later 
on but I am not going to tie the committee's hands in that 
way if there is a particular point. But let's proceed. 

Mr. Anson-Cartwright: I wonder if we could turn to 
page 1] gimmie and then the schedules. On page 1l, I have 
set out the assumptions. I have assumed first of all that the 
corporate income tax rate would be 50 per cent. The rate over 
the next few years is declining down to 46 but that gap will be 
filled by the province and I have assumed the corporate rate of 
50 per cent. 

The next assumption is the building areas and I think 
that's all factual. One million two hundred and eight thousand 
Square feet of aggregate renta}Y space. An assumed interest 
rate of permanent financing of eight per cent. For present 
value calculations, I have assumed that all funds, that is 
rental income, would be received at the end of the ag oa 
in fact it would be received throughout the years but I have 
Just done a simple -=«<.or improved upon the calculation and 
made it simple. 

. I have assumed that the present value of calgulations 
“Bo basea on an interest rate of eight per cent before tax. 
Now that rate is the same rate as the rate of permanent 
financing and I don't see that it distorts the calculations 
in any way. 

I have assumed maintenance costs of $1.45 per square 
foot with no profit element. I have assumed that the developer 
would be permitted to claim capital cost allowances, that is 
depreciation, at five per cent per annum on the diminishing 
balance basis. In fact, he may be able to claim on some pieces 
of equipmett}At is not a big issue, but at a higher seg a 
ai saa Sa some machinery and equipment, 20 per cent on the 


diminishing balance basis. 


H=Z591=s rt pd tb 
ww“ 
(Mr. Anson-Cartwright) 
Those are the fixed assumptions. On page 12, I 
have set out the variable assumptions, and they are that 
the cost of the building would be $33 per square foot, $34 
per square foot, and $35 per square foot. You notice that 
in the last one the cost goes above the $44 million, 
SA AOD 7 oe DUPE Es 


H-2598 follows 


Sept. 14/73 

2:50 - 2:55 pm 

CA 

H-2598-1 

(Mr. Anson-Cartwright ) 
at oe eos She tte ins, $44,400,000, but there is no 
change in the rental rate per square foot. I have made assumptions 
regarding commercial rent for the upper concourse and the ground 
floor. The fisst assumption is that the developer receives no 
profit from the commercial area. That is $6 per square foot. 
The second assumption is that he receives a rental of $10 per square 
foot, in which event he shares the amount over $6 equally with 
Ontario Hydro. 

The last variable assumption is that there is no element of 
profit in the maintenance charge and a profit of 10 cents. I have 
not, in the body of thereport , referred to any calculations with a 
maintenance profit. Now, those gentlemen, are theassumptions. 

Mr. Genests I'm sorry, I didn't follow that last one. 

Mr. Shibley: He said in the body of the report he never ,—= 
in none offhis figures in the body of the report has he included a 
profit element on ee so those 


hak aba” 3 
Mr. Mecallum: iene, 7; tla * 


Mr. Shibley: I beg your Gkedon! 
Mr. McCallum: What does page 7 reveal about tne pestuble prfet 2 


Mr. Anson-Cartwkight: Pardon me I should,, I meant to say 


in my conclusions,on page 5, I guess, I have not taken the profit 


into consideration. I do mention it as you say Mr. MeCallum on page 7. 


Mr. Shibley: So we can take the figures on page 5 to be 
figures that do not include a profit for maintenance, is that right? 

Mr. Anson-Cartwright: That's right. 

Mr. Shibley: Alll right. 

Mr. Genest: While we are on page 12 there is one other thing 
that puzzles me. It may puzzle members of the committee. I don't 
understand under ie eh cee wy Lt says $35 per square oot 7 no 
change in rental rate per soauare foot), And the double asterisk says 
that While the maximum rental payable thax by Ontario Hydro is fixed 
sabject to foreign exchange and maintenance cost increases, 


conceivably the cost of construction might exceed $34 per suaare foot 


Mr. Anson-Cartwkight: Yes. 


oeplu. 424/135 
2:50 - 2:55 pm 
CA 
H-2598-—2 

Mr. Genest: And I just, Oh,I think I see what you mwan now. 

Mr. Anson-Cartwright: I'm saying that the cost - I'm 
tryne to serve both sides q I'm trying to say the cost could exceed 

Mr. Genest: And the rent doesn't rise. 

Mr. Anson-Cartwright: And the went doesn't rise. Tha&s is 
favourable to Ontario Hydro, Mr. Genest. 

Mr. Genest: Thank you very much. 

Mr. Shibley: He's like Mr. Walker, he doesn't understand 
in order to have you repeat it two or three times. 

Mr. Walker: Sounds like your questions. 

Mr. Bullbrook: It's a good thing && this is the last day. 

Mr. Chairman: Proceed sir. 

Mr. Anson-Cartwright: On these assumptions, the after—tax 
profit over the 30~year aint ia aeaee at $17,500,000, Ana 
I might say there that we have prepared a computer programme and 
we had innumer&ble calculations, and there were figures based ons—= 
assuming investment of cash flow at 8 per cent, which were 
significantly higher than the $17,500,000. And there were ones 
that were lower, of course. .The.first four calculations on 
Schedule 1 are, I believe, representative? I believe that situation 
is a reasonable one. 

Mr. Shibley: I just want you to expand on that because I 
think it is important for the committee to understand why you say 
it is reasonable. You seem to have seized on a certain set of 
assumptions, as the assumptions which were most reasonable to assum 


and on those assumptions have come up with $17,500,000 figure. 


H-2599-1 fois 
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Mr. Anson-Cartwright: Let's consider what the 


assumptions gre in situation one. 

Mr. Shibley: Now, you are looking at schedule 
one, page 21. 

MX. Anson-Cartwright: A better way to look at 
that would Ga iinak at appendix A, situation one. 

Mr. Shibley: Right. 

Mr. Anson-Cartwright : Now, appendix A, situation 
one, in the bottom right-hand corner, you will see that that 
figure is $17.5 million. tiAn, the assumptions are that the 
rent per square foot before set—off is $4.92. . The maintenance 
cost per square foot is $1.45, no element of profit in that 
area... That the commercial rent per square foot is $10. NAw, 
bALh I say that I think this situation is reasonable, I think 
there was brought into evidence yesterday calculations by 
Mr. Nastich or officials of Ontario Hydro, that assumed 
various rents of the commercial space. I wondered if we might 
have a look at -_.» 

Mr. Shibley: Y8, WERE 77 is here. 

Mr. Anson-Cartwright: If I might have a look at that 
exhibit. 

Mr. Shibley: It is exhibit 226. 

Mr. Anson-Cartwright : In #dthat exhibit there are 
seven different calculations. Assuming different rental rates 
for the commercial area, that is the ground floor and the 
wéss/mezzanine . My assumptions are that all of YArthat 
commercial area can be rented for $10 per square foot fA. In 
Mr. Nastich's calculations, he had indications, "No rental 
at all of the commercial area" and I PHINK that he excluded 
the bank space there rmy review of that schedule. 


Mr. Genest: No. There are two different figures. 
inn 


H-2600-2 Sept .16/73 
3.00-3.05p.m. 
B.A. 
(Mr. Anson-Cartwright ) 
$480,000, which is not too dissimilar from my cash ridWor 
$495,000. His assumptions that the ground floor will rent for, 
it looks like, $15.00, and the mezzanine $8.00, produces a cash 
flow of $540,000 $538 ,99- something. That would produce 
a profit of about $22 million. 
| Mr. Shibley: So that, again, there is a variable in there 
and you have attempted to come up with what you consider to be a 
mean or the best nremise to proceed ea 
Mr. Anson-Cartwright: That's right, and, as I say, 
these assumptions do not ‘ical idayuutaduake prefitsecand +i 


Mr. Shibley: Nor any profit on maintenance. 


el! oe ee 


Mr. Anson-Cartwright: Nor any profit on maintengance. 





Mr. Shibley: Nor any difference in the value of the 


See 


building as between cost of construction ..... 
he dined 
Mr.Anson--Cartwrireht: Nor any difference~ige-the-value 


of the building and the cost of construction. 





Mr. Shibley: All right, would you carry on then. 


in, 
Mr. Anson-Cartwright: Now, gee I would like to furn 





/ 
to Apnendix "A”, Situation ‘wae It shows the cash flow from this 
particular Poe ey ee tdagea we have to bear in mind that it 


is a financing “ey aaeSeR it is a lease. The components of the 


ct td 
transaction anepfentt Income, there are expenses in the form of } 


maintenance costs, interest on the debt of $45 million, and 
princival repayments. 


Aas 
Mr. Genest: It Sei million. 


Mr. Anson-Cartwrisht : oe 400,000, I believe. 
Mr. Genest: @& Shourdxot be $45 million? 
ee | 

tex Ile's pot to pay it back. 


Mr. Anson-Cartwrirsrht: I'm not so sure that the calculations 





aren't made on $45 million. Well, they are made on $44,400,000. 


There is an income 





(Tape H-2601 follows) 
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3.05-3.10 pm 
V.H. 
(Mr. Anson-Cartwright) 
take the first year; there is an income before depreciation, — 
that is the rental income, less expenses, of $875,000. Then 
I say there are no income taxes payable because the developer 
would be permitted to claim capital cost allowances, i.e. 
five per cent in the first year, of $44,400,000, He would 
have a principal repayment to make, the effect of which would 
Be that the income less the principal payments would be $495,000 
and that would happen for the first 15 years. You can see that 
in the later yearsy there is a negative cash flow, basically 
because there are substantial income taxes payable. 
The total after-tax profits to Canada Square, rend Hot 
down, +g 
BRE column $495,000, is as shown in conclusion l(a), 
$7,421,000. 

I have shown the present value of that stream ts 
SSxiiaese million 2ggm and I say that that is the benefit 
to the developer. 

Now I have been asked to comment on the reinvestment 
of the cash flow. As I said, this is a financing transaction 
and in the first year, the developer has cash of $495,000, amd 

fhe question is, does he leave those funds idie or does g@ one 
take that cash into account in computing the after-tax profit 
resulting from the cash flow? It is quite clear to me that 
somebody owning a building, deriving tue rental income and 
having debt, would invest this cash flow and I have used an 
assumption of eight per cent. He would not leave the funds 
idle or uninvested at no interest. 

Now this cash flow is, if I could analogize, tantamount 
to an interest-free loan and I think we would say if somebody 
lent me $495,000 without interest, I am deriving some benefit. 
Now to prove that in another way, supposing the developer were 
to prepay his mortgage, he has $495,000 in excess of his debt 
requirements for that particular year. 

Mr. Genest: It's a closed mortgage. 

Mr. Anson-Cartwright: I recognize that it is a 


closed mortgage. I am just trying to prove the point that the 


H-2601-2 Sep 14, 1973. 
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(Mr. Anson-Cartwright) 

developer would definitely invest the funds. The developer 
would, the owner of the property, could prematurely pay the 
debt, the mortgage, reduce his interest expense and thereby 
still derive the same after-tax profit resulting from the 
investment of the cash flow that have shown. I hope that's 
clear. Either you invest the funds at interest or you pay 


off your debt which is bearing interest and reduce the interest 


costs. 





Mr. Genest: 

Mr. Allan: That's the part, you know, I just don't 
understand that you would do either one of those and only 
either one of those. 

Mr, MeCallum: That'sright.. 

Mr, Allan: You might want to build another Hydro 
building! 

Mr. Anson-Cartwright: Precisely! That's a fine 


point. A very good point. What the developer would do wks 





H-2602 follows 
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3:10-3:15 pm 
C.B. 


(Mr. Anson-Cartwricht ) 





4p would be to build another buiiing and have anotherfinvestginent 
of some kinds ehis is the hocelenwces weve another investment 
with this cash flow from which he would derive a @ return, and 
I have said that that return would be | per cent before taxes. 
Mr. Allan: This is very trucout it seems to me emi the 
value of the money is the time that it leaves the corporation. 
Mr. Anson-Cartwright: ecdoey BeBe saying that no corporation 
would have an amount in its coffers uninvested at any particular 
point in time and let that accrue for 15 years uninvested. 
Mr. Allan: I can't think of a bank statement that would 
be made up and would.... 
Mr. Anson-Cartwright: I recognize your point, but this 
4s a leasing transaction. Whete the property is ultimately 
sold to the leswee and you have to take into account in the 
interval the——you see you have an owner of a building, he 
still owns the building, he has debt and he has cash.... 
Mr. Allan: But he really doesn't have any debt. 


Mr. Anson-Cartwright: Sure he has debt. This developer 





has debt of $45 million. 
Mr. Allan: I know, but who is responsible for that? 


Mr, Anson-Cartwright: He is. 





Mr. Allan: That isn't what Prudential think. 

Mr. Anson-Cartwright: W1l said, but in his financial 
statements he has... 

Mr. Allan: He doesn't need to worry about that debt. 

Mr. Renwick He has to show it. 

Mr. Anson—Cartwright: But he has that debt, and 


JLo 
@® the main point that comes into these statements 1B, Ost 





of that debt to him, @ese I'm saying he wouldn't let the interest 


costs mount up and at the same time have cash, very substantials— 


at the end of the 15th year he'd have $7 million in cash. 


H 2602 - 2 Sept. 14/73 
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Mr. Allan: But his course for 30 years is laid down. 

Mr. Anson-Cartwright: His course is that he has at 
the end of the 15th year $7 million in cash, if he does nothing 
with it. 

Mr. Deans: May I ask 

Mr. W,Hodgson: Maybe he'll have to use wome of it 
for the over-expenditure he's making on this building. 

Mr. Deans: I may be naive as hell at this point but 
I really want to know whatjpurpose it serves us to concern 
ourselves with what the developer does with the money that 
he gets as a result of the lease. I'm asking it because I 
read the datitekex initial page and from that point on the 
question has been rattling around inside my head, that shows 
it's a little empty. I don't really understand why we @ should 
be concerned about whether he gets interest at eight per cent, 
10 per cent, builds another building or what he..... 

Mr. Anson—Cartwright: WEL, Me. im 


Mr. Deans; Wait a minute now.—or what he gets with 





the money which is in essence his profit so to speak, as you 
have determined. Can you tell me hb being maybe I can listen 
again as I've done for the last hour without saying a word. 

Mr. Anson-Cartwright: Fine. 

Mr. Chairman: Mr. Allan opened the door for you, Mr. 
Deans, you are forgiven. 

Mr. Anson-Cartwright: As I say this is a special type 
of transaction, and what it is in effect is a sale protracted 
over 30 years. All right. Now, when you have a sale over 
30 years you have to take into account the benefits that 
can accrue in the interval. Otherwise, you are not making 
a proper comparison with an actual sale <gggehe at a point in time. 

Mr. Deans: Let me ask you then, if Hydro were to 
have purchased a building, market value $45 million, would Phew 


have then taken into account as you are doing what the mortgagor 


would have done with the money that he would have received on the 


H 2602 - 3 Sept. 14/73 
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(Mr. Deans) 
cash flow during the 30 years of the mortgage? 
Mr. Anson-Cartwright : NO, Be-Would not. But that is 


not analogous to this. 


H 2603 to follow 
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Mr. Deans: You'll have to show me because I don't underst 





Mr. Chairman: Maybe you can help now, Mr. Shibley. 
Mr. Deans: I need the help. 


Mr. Shibley: That's why I feel, just.. 


of the 
Mr. Chairmai Sao oar I think seemeatiy 2117 Taymen, are... 
I pe eee + ate 


Shible may poin up the issue. 
in Deans: je get fo! that point, 
Mr rp. Chairman: I put myself in the layman's position in 





regard to this. t 


Mr. Deans: I just don't understand. 





Mr. Shibley: I realize that, and I'm glad it is clear that 





you don't understand it, because it is important therefore that 
we po over ght ded iy it is a very cogent point and an isaue that 
is outstanding respecting whether we should be talking about 
$17,500,000 or $7,400,000. Now basically what it comes down to, 
and Mr. Anson-Cartwright will be more precise and technical with 
you, is this. After the first year, if you look at Appendix A, 
situation 1, after the first Yieckx year the developer has 
received $500,000 arnual cash flow after loan repayments that is 
net after servicing his financing. Now_what Mr. Anson-Cartwright 
has said is that the developer, instead of Vf might say the 
developer would take that $500,000 and reinvest it so as to 
supplement his income, 80 to speak, the revenue generated by this 


transaction. Now Mr. Nastich's point to Mr. Anson-Cartwright in 


lond a 





their discussions mee heat whee if he spends the money on a 
was the example used, instead of reinvesting it. 


Mr. W. Newman: That's right, that is what I want to know, 
what happéns then? ——— 
Mr. Shibley: Then he wouldn't get —— 


Mr. Deans: He's in real trouble. 


~-—_— 


ir. Shibley: Yes, then he wouldn't get the supplementary 


nner e ee ee 


return. And the real question that this committee has to decide 


is whether it is reasonable to anticipate that Mr. Moog is going 
blade 
to spend $500,000 on a Tessas, 





cept. 14/7/35 
3:15 - 3:25 pm 
CA 
H-2603-2 
Mr. Finlayson: Let's stop that talk, it'll be all over 


the newspapers. 


Mr. Shibley: Or whether he is going to reinvest it, such 





that after 15 hist Soult Anson--Cartwright has said, if he doesn't 
reinvest it, he would have $7 million on his nie Sr he would 
have spent $7 million on a reset Tow the point offtne matter is... 
Mr. Deans: Now wait a minute. 
Mr. Shibley: This is putting it in layman's terms, and 
we'll get back to Mr. Anson-Cartwright. 


Mr. Chairman: If you'll leave out Beta in all for 


the analogy. 


Mr. R.G. Hodgson: Mr. Chairman, I am vondert SSGLEL 


ea la Hydro got a good deal or whether Canada Square got a 


good deal? 
Mr. Bullbrook:You were asked the question. 
Mr. Renwick: Mr. Deans asked the question, 
Mr. Shibley: I'll finish this way. What we are trying to 


ascertain is the validity of the premise here,which has been 


7 
adopted by Mr. a itl aa saying no developer would fail 
to reinvest the cash flow in each year as he realized it. So that 


within the term of the contract, not only does he get the annual 
cash flow after loan repayments of $4.95, but that amount net after 
loan repayments, net after tex position, is reinvested, and that is 
how he comes out with the $17 million figure. And the issue that 
you have to satisfy yourselves about on the evidence, as Mr. Anson- 
Cartwright is going to outline it to yous that a reasonable 
premise upon which to proceed, or is it infeaeonal ie? And I'd like 
to ask the witness now in an expert way to develop... 

Mr. Deans: Can I ask you one questiong, Mr. Shibley? 


a eel 


Mr. Genest: Mr. Chairman, I have a .... 





Mr. Chairman: Just a minute, gentlemen... 





Mr. Deans: Please, I'm not finished. 





Mr. Chairman: Mr. Deans still has the fltor, and then 





Mr. Genest.., 


Mr. Deans: I'm not finished. Until I'm satisfied I want to 
a nneee Mr. Shibley, 


continue. I want to ask you a questionyvorr-tne-basts of your 
> 


3:15 - 3:20 pm 
CA 


H-2603-3 
(Mr. Deans) 
answer to my question. I understood everything you had said. I | 
understood before I asked the question. I really did. Jnat I am 
asking is, what business is it of ours —=iepEteesidieee eb 
whether Mr. Moog invests his money at 8 per cent, or doesn't invest 
his money at 8 per cent, whether he spends it on some fictitious 
blonde, or whether he puts it into arte’ 


My, Sbiblen: 
[eee A yAghen 


Mr. Deans: That is what I want to know because tL don't 
‘oo on nT Snnenespeaneseneeney 


eb 
as somber dy suggested. 


question your figures, nor do I auestion the premise upon which they 
are made. I am just simply asking whether this committee has 
any-—I don't want to say "right to know" ~« but whethenbhis 
committee is correct in pursuing what Mr. Moog does with the revenue 
that belongs to him after Hydro has paid its rent. 


— SS TTT eS 
Cr hal nc rt 


SS ——— aan we me, 














Be a ne me ee ric es ae A A 0 TT 
a rt rename 


A) ae ae 
———S 


H-2604-1 follows 


H-2604-1 Sept. 14/73 
3.20 to 3.25 pm 
DT 





Mr. Chairman: Let's let the witness answery In. Deans) 
quutun . Mr. Deans: And I don't understand it. 

Mr. Anson-Cartwright: Let me say in analysing a 
financial transaction such as this, you must take into account the 
cash flow. This is not a profit, it's cash that is coming in. 

The cash flow arises basically because of a claim for depreciation, 

a@ non-cash outlay or expense. At some particular point in time, you 
will see for example in the 20th year, there is not a cash inflow. 
There's a cash outflow and in these calculations as well, I have said 
that the developer would have to borrow funds at eight per cent. 

Now, it would be very material to Mr. Moog, or to the developer if in 
the first year he had a negative cash flow. This would be a very — 
an indication of a very bad deal. 

Mr. Deans: From his point of view. 

Mr. Anson-Cartwright: From his point of v iew. 

Mr. Deans: All right. 

Mr. Anson-Cartwright: If he had negative cash flow, — 
profits, but negative cash flow, ne is possible, he would be in avery 
bad situation. Now, as I say, the @ difficulty that you are having in 
comprehending these calculations == 

Mr. Deans: I have no difficulty in comprehending the 

calculations. | am an (Cine dp bows — 
| Mr. An’ son-Cartwright: 0O.K., difficulty in 


comprehending MexxRgagsx the theory. 

Mr. Renwick: May I ask a supplementary question to try 
and clarify the point? 

Mr. Chairman: I am not so sure that the witness is 
through answering this question. Let the witness answer and then I 
have got quite a few supplementaries. 

Mr. Renwick: The point of my interjection, Mr. 
Chairman, is the same one my colleague agrees with. He understands 
what you are talking about. All of the words up to this point, you 
are talking and communicating precisely. All I want to do is try 
to put into a question as a S4mRX Supplement to Mr. Dean's question 
what I think we are trying to say. Now, assuming and recognizing the 


caveat of Hydro that there may be no capital cost allowance, assuming 


H-2604-2 Sept. 14/73 
3.20 to 3.25 om 
DT 
(Mr. Renwick) 
that that assumption is correct that there will be a capital cost 
allowance, I take it that the question is ¥ should Hydro have 
negotiated with Canada Square to participate in this profit by way 
of — 
Mr. Anson-Cartwright: Reduced rental. 
Mr. Renwick: Reduced rental, tet I take it that that's - 
Mr. Anson-Cartwright: That is what Hus ts nhended — 


Mr. Renwick:— what the basic argument is. Is that, 





my aie aang 9s" 95 ; Ahat'c t 

Mr. Anson-Cartwright: Precisely. 

Mr. Renwick: And the assumption on that is that if 
the developer > property owner s~lessor relationship is a partnership 
venture together that one of the elements which you share is the 
benefit. Now, I take it that that's the argument. {s that correct? 

Mr. Genest: Mr. Renwick, you are moving it. I mean, 


that is a point but it's another point, Because what we are dealing with, 


qr Mr. Anson-Cartwright's iat as to the profit that will be 
' | Bai 
generated. Wa i ~Mo ane salou ‘ thal St 
ne Se cota Mr Chairman, we recognize that/I am 
not talking about what the apand quantum is that should have been 
subject to the debate, if it should have been subject to the debate, 
ut I take it that the reason we are foing into this is not that we 
give a damn what Canada Square does with whatever cd it gets. All 
that I take it mos aes is asking the question ~ mete Hydro have 
had the benefit of some participation in this io deel eM Now -- 
Mr. Genest: That isn't Mr. D eans'! fm question. 


Mr. Deans: Tte&s“to this extent it is that if Ay: 
AT iia pee ge Ey te 9 


what Mr. Renwick is saying that he's asking the question »shenld 
) 


‘ly po have peneteetee from _uhst ever-retumr onthe investment thetris. 
to bez made by Cansdass > — 


(H-2605 to follow) 


September l4th, 1973 
3-25 - 3.30 pm 


2605 - 1 AA 
(Mr. Deans) 

Lhegemtg@i Ber, “Should Hydro have benefit¥ed from whatever return 
on the investment that is to be made by Canada Square, which 
will show up as profit." 

Now, I am saying, if that's what he is saying and 
we are in agreement, if Mr. Anson-Cartwright is saying that 
Veta that it is, in fact, a partnership yr money that is 
being invested is not only Canada Square's money, but Hydro's 
money, that the cash flow is not only Canada Square's cash 
flow, but Hydro's cash flow and wrt therefore the result of 
those things them being (a Aettideatpartnership, there should be 
a sharing in some way by reduced rental as you might put 1t 
of the profits made from the investment at eight per cent, 
Then I understand then what you are driving at and I will make 
my own judgement on whether that is right or wrong. OK? 

Mr. Anson-Cartwright: I am saying that this is a 
Sale in the guise at derogatory term - in the 
guise of lease and you have to take into account the investment 
of the rental payments during the term. 

Mr. Deans: As you would if you were making mortgage 
payments because that's the point. If it is a sale in the 
guise of a lease - look, I don't care if #it takes until tomorrow 
now, because I have got to know, 

MK. Bullbrook: I've got to get home. 

Mr. Chairman: Mr. Deans has the floor. 

Mr. Deans: If it is a sale - I know you Ao Jam ene 
I don't really intend to keep it that Long (bit if it is az 
sale in the guise of a lease, then what you are saying is that 
Hydro should benefit. They are buying the building and they are 
paying "X" numbers of dollars per square foot for that building 
and they should be able to get a reduced amount of the value 
of the building as purchase price, reflected in the rental, on 
the basis of the @&seller .. 


Mr. Genest: Zpme@?Investing. 





September l4th, 1973 


3.25 - 3.30 pm 
2605 - 2 AA 


(Mr. Deans) 

Mr. Deans: «1. -« investing the money that they 
get. 
Mr, Anson-Cartwright : During the interim. 


— 


“7 
Mr. Deans: Is that practice normally pursued. 


Mr. Anson-Cartwright: YH STR. 


Mr. Deans: That's what I want to know. 





Mr. Genest: MR. Chairman, I want to make something 





because I have a ear ge report here handed over to us by 
Mr. Shibley, done by My, Anson-Cartwrizht, when he comments 
on this method, where he says this; "This method of evaluting 
investments is not a usual method and can be misleading because 
it compares the value of the income stream at the end of the 
period, with an investment value at the beginning of the 
period. It thus fails to recognize the time value of money." 

Mr. Anson-Cartwright: Are these Ey 

Mr. Genest: Well, that's what I got from your 
earlier report. I think that's what you are talking about. 
Let me just go on a minute, because it seems to me that we 
are @off on an argument which will have no end Ag base you 
look at Mr. Anson-Cartwright's report, it HAWK gmake s no 
difference to the present value, whether you assume the re- 
investment of the cash flow or whether you leave it out, you 
come down to the same present value of this contract. 

Mr. Anson-Cartwright: Right. 


_—_— 


Mr. Genest: So, why go off on these theoretical 


exercises. 


Mr. Bulibrook: Because our terms of reference don't 





necessarily just encompass present value. That's the answer 


to the quet«ion. 


Mr. Genest: Well, Mr. Bullbrook, you just like 


A 


that $17.5 million and you won't let ZO. 


Mr. Bullbrook: He hit the nail on the head and 


etl 


expreseed for me my complete understanding of this exercise. 


September 14th, 1973 


3.25 - 3.30 pm 
2605 - 3 AA 


(Mr. Bullbrook) 
As I understand it, it is a question for us to evaluate whether 
this formula should have been significant fe teats tock 
between the parties. Isn't that it Mr. Renwick.” Isn't that 
what you were trying to convey! That if there is a benefit 
in investing a cash flow that might have accrued and I ¢begin 
with "if", if there is, then should /have| Hydro /taken that 
into consideration in negothting? That's all I am petting 
from this. 

Mr. Chairman: I think that's right. Now, Mr. 
Deans are you Hl 9 al 

Mr. Deans: I am finished. 


Mr. Chairman: You are through? All right. 


MR. Allan: Mr. Chairman. . 


Mr. Chairman: I have got Mr. Hodgson, Mr. Renwick, 
Mr. Walker, Mr. Newman in that order. And Mr. Allan, you are 
at the end of the list. By Gebbieteheteolly , ) imi 

Mr. Allan: I dgdpaccept. 


MR. Chairman: Mr. William Hodgson. 





An hon member: He has gone. 

Mr. Chairman: I am sorry. Mr. Glen Hodgson. 

Mr. R. G. Hodgson: I will defer to someone else. 
Mr. Chairman: All right, Mr. Renwick. In just a 


eee 
a mihuees FS will pass qpto Mr. Walker. 


Mr. Walker: Mr. Chairman, is there not an analogy 





with a party - let's take Hydro right now. It rents a building 
over in some street behind the present building. It leases, 

I believe, that particular building. ZyiebebE/D fesse O Db ered tO 
a 


2606 - 1 follows 


September 14, 19 
3:30 - 3:35 p.m. 
H-2606-1 B.G. 


(Mr. Walker) 


awoet = " =n ar. 
-——a aw 8 e r) CS r) Eos 


Laan ae If it entered into a contract to 
purchase that building at some point in the futurey“And just for 





exaggeration let's take thirty yearsy it decides to buy that 
building and enters into an agreement of purchase and sale for 
purchase thirty years from now, if that's possible, and in the 
meantime continues to lease it at some particular figure, say $4.92, 
ue determining the profit of the company who owns the building for ) 
the next 29 @@M& or almost thirty years, in determining the profit j 
of that company, would it @ be correct in saying the profit of f 
that company is the accumulated profit invested at 8 per centg—~ 
after tax profit resulting from cash flow and investment thereof 
at 8 per cent? Wouldn't that be another accounting fiction? : 
Mr. Anson-Cartwright: This is not analogous ,(ahat you 


ER) 


are saying is not analogous to this transaction. This is a sale 


t#@this is 
and/a [eéasé-back. 


Mr. Walker: I know that. The principle you are applying 
; that 





is this g word "sale". But aren't you neat isom Cant insete tat 
an accounting fiction to come up with a $17.5 million, so-called 
ererixs | 

Mr. Anson-Cartwright: Can I explain why we have the two 
figures again, please. 


Mr. Walker: Which two? 


Mr. Anson-Cartwright: The $5.4 million and the $17.5 mil 





and then I think that Mr. Genest will be in agreement with me. The 






present value, that is the value of this contract at the time of 
execution of the documents and completion of the building, is $5,400 
and I think we have agreement on that point. 

Mr. Genest: Yes, assuming your capital cost allowance, 


Which I think you've just killed by saying it's a sale. 


September 14, 1973 
3:30 - 3:35 p.m. 
H-2606-2 B.G. 


Mr. Anson- aca tones Nid sick let's——well, I 
didn't say it ay a ht oF 


te Sisal 
on: A sale 
in the Bijaa metaea> a" quise 6] a hase 


Mr. Renwick: Oh, now, now, wait a minute, Wim yougaren't 





going to use the red herring of that Griz. te hon ees 
tax Gel. 






No, I'm sorry. 





Mr. Genest: \ No, bu 


t important>-I agree with 


Mr. Chairman: Gentlemen, I have been noting that there 


that theory - 





is a @ fair amount of chit-chat at the couneditable. I know 
there has been every day, but I think it's a little disconcerting 
to the witness who has got a difficult task here trying to explain 
to us. 


Mr. Genest: I agree; perhaps we could give him a cup of 





coffee, Mr. Chairman. 


Mr. Chairman: Well, I wanted to @mmmgpesn answer these 





questions first. 


Mr, Anson-Cartwright: I would like to, before we get off 





the point, I would like to make= 





gMr. i ieee We are not going to be off it.} 

Mr. Anson-Cartwright: No, I'm saying I would like to 
explain these calculations because I think that I can convince you 
of my particular point. The present value, assuming capital cost 
allowances can be claimed, is $5,400,000. Now, that is the profit 
to the developer. The $17.5 million is investment of cash yéiedeees 
ge, net cash, because there are cash dem inlays and cash outlayss~ 
at 8 per cent, over the term. Now, when you discount dggagig, the 
earnings on the cash at 8 per cent, you come back to @gp $5.4 million 
again. If you have @ one dollar now, invested at 8 per cent 
compounded for the next gs thirty years, and you try and determine 
the value of that now, it's still one dollar. 

So, the $17.5 million comes back to $5.4 million. Now, 


if I could just carry on a bit more. The reason that these two 


September 14, 19’ 
3:30 - 3:35 p.iim 
H-2606-3 B.G, 


(Mr. Anson-Cartwright ) 
figures are in my report is that it mustn't be understood that the 
$5.4 million is the profit of the developer over the thirty~year 


term. It's the profit at the point of execution of the agreement. 


See GTS... 


(Tape H-2607 follows) 





H-2607-1 Hep 14, 1973 
3.35-3.40 pm 


(Mr ,Anson-Cartwright) 

Tn order to come so that you would I think agree with me 
over the term of the 30 years, the profit must be something 
greater than ‘biepe- fii 1140n fame. Now this is saying, so that 
somebody eg say, over a period of 30 years, the developer 
has baxncl Melon wa because that is not the case. 
Over the period of 30 years, he has earned something very 
substantially more. 

Mr. Renwick: We understand. 

Mr. Anson-Cartwright: And what he has at the time 
of execution of that agreement is a benefit artnet 
fees which you will have to assess as to whether that was a 
reasonable contract for the parties to have entered into. 
That's my point. 

Mr. Chairman: Mr. Walker still has the floor. 

Mr. Walker: If a builder, perhaps under tender 
or something or other, Se oe eee tape in actual 
profit on building his building, then if that same builder 
by tender, takes hdgPaeeet on ea sriham and investeti it at 
eight per cent ie at the end of 30 years, in effect, he 
has got himself aS Le 

Mr. Anson-Cartwright: That's fair. That's fair. 
Now, we are squareg ger Its a fair analogy. 

Mr, Walker: In a way, its a eclin — 

Mr. Renwick: I want to get on with it. 

Mp. Anson-Cartwright: That's a fair analogy. 

The sole reason I have those figures in that manner and I 
think you will agree with me its logical, now we are in 
agrefient is so that it won't be misrepresented that somebody 
made a profit of Yume hiliion igmx over 30 years because then 
it appears minuscule. But, in fact, the most important 
figure is the Bae Million ep, that is the xi. 

Mr. Renwick: No, that's not the point. 

My Warke “itmmfggaien That's the kernel. ca Ie. Nl Gn pula 4. 

Mr. Renwick: No, it isn't. 

My. Butler: No £40 nt 

he ee 


— 


H~2€07-2 Sep 14; 1973 
; 335-3440 pm 
My- Cherunen? Lee. — ¥ 24) 


Mr. Anson-Cartwright: That is the oint.. The 


profit at a pcint in time, at the e time of execution of 
the agreement, is eb np tts La I consider that quite 
salient. 

Mr. Genest: 1 agree. 


Mr. Newman: May I just bey 





Mr. Chairman: No. Mr. Renwick is Lt 





Mr. Newman: I just have a short ques tion on the 
same thing. | 
Mr. Renwivk:. Mine is on. the same thing too and I 
sam hoping that I car also get it clarified and help others. 
I am really addressing my remarks to counsel the table and 
the Hydro officials. | 
Miy understanding really is in piain ordinary 
everyday hard-bargaining negotiating petal wie has been 
the guts of the problem, whether Hydro ieee with Canada 
Square. I take it what we are engaged in doing is saying 
that ,and I am not making any assumption as to whether it 
should have been this way or not, but the purpose of the 
AA 
exercise as I understand is, should and Gaia the varsesfsimp ly 
to point up the point, should Mr. Nastich and Mr. McCallum 
and Mr. Candy have sat down with the lawyer fxm for Canada 
Square and Mr. Moog and with Mr. Coles and said in the course 
of the bargaining, we have got a little projection here in 
front of fated. We have made certain assumptions here as to 
the benefit you are going to get, the range of the benefit 
$7.4 dine 
ts Yecoud hi 11ton CB over 30 years up to sain tinea it E71 on 
Seer over 30 years. These are the assumptions we have — 
made @® and we kick it into the hopper, how are we soing to 
split it? Then Mr. Moog, Mr. Coles and Mr. Bradshaw would 
have had the arsument that we are having here as to whether 
it was right to make these assumptions and whether you are 
going to get any capital cost allowance and all the rest of 


. 
5 + 
Ls 


tee Now, is rt 


H-2607-3 Sep 14, 1973 
ston eng pm 


Mr. Renwick: This is not any attempt to put into 
a rigid format something which will in fact occur in the 
future. It is simply 1. 

Mr. Genest: No, its partly that. 

Mr. Renwick: I am suggesting that if there is an 
element that I should be considering in addition to it, I am 


saying to you that at the mmment all that I can see in the 


exercise of this jesmMeyyda 


H-2608 follows 


H 2608 - 1 Sept 14/73 
3:40-3:45pm 
C.B. 


(Mr. Renwick) 





is, should this have been a matter of barbaining negotiations? 

Mr. Genest: Can I deal with that, Mr. Renwick? 

Mr. Renwick: Yes. 

Mr.Genest: The first point is that you have MF. 
McCallum's evidence, which Mr. Shibley asked #@ I think that 
he not deal with in detail, but it's there, -€hat in his 
opinion there is no capital cost allowance available to 
Canada Square. 

Mr. Renwick: No, no, Mr.Chairman. 

Mr. Genest: I think that's an important fact. The Second poh 

Mr. Renwick: I recognize this, but no. Mr. Chairman | 
T wanti{ to say to Mr. Genest, I understand, and I understand 
you'm going to be making the arguments for that, I understand 
that. All I'm askingyou is whether it is your understanding 
that the point which is being made by Mr. Cartwright to us 
is that there should have been this kind of negotiation or 
is it something else. 

Mr. Genest: No my understanding is that Mr Anson- 
Cartwright is making that point but is also making the point 
that the profits reasonably expected, that Hydro should anticipate, 
should have been derived from this contract ‘os the amounts that 
he says. It is # being put forward on two basés... 

Mr. Renwick: Agrange, 

Mr. Genest: That's right. 


Mr. McCallum: No eveny more precisely BSH surely than that, 





he is saying precisely that the profit beet derived from this 
transaction at the date of the signing of the contract is $5 
million some odd, and he agrees with you, that's what he's saying. 
Mr. Bullbrook: Nosnot at all. 
Mr. McCallum: Oh, come on. The witness is saying... 


Mr. Bullbrook: Now just wait... 


H 2608 - 2 Sept. 14/73 
3:40-3:45 pm 


Mr. Chairman: Mr. Bullbrools no, I can't let you in 
here yet, I've been awfully rude to Mr. Allan, I'll put you 
on next. 

Mr. Bullbrook: Well I'm not going to have Mr. McCallum 
leave that on the record.ke's excluded all possible typespf 
profit. 

Mr. Chairman: That is only Mr. MeCallums representation. 

Mr. Renwick: Mr. Chairman then I take it that Mr. 

Genest and Mr, McCallum's point of view, on behalf of Hydro, 
they are saying, there are two elements in the matter before 
us. One, the point which I have made, fis to whether or not there 
should @ have been a negotiation on its which raises many 
questions Ba which you are going to address replies and argue. 
The second point is that you also question the conclusion which 
Mr. Cartwright has drawn, that on the execution of the contract 
there is a profit of $5°inillion. 

Mr. Genest: Very pe ee : | Sa 

Mr. McCallum: ee vane, and we Kn thought, not you, 
we thought, that he was directing 

Mr, Chairman: Speak a little louder if you are 
going to speak Mr. McCallum. 

Mr, MeCallum: We thought he was directing his attention 
primarily to the latter aspect sir, and that he had mentioned 
earlier in evidence and mightiintend to come back to at that 
he thought that 4 other bargaining should take place but 
that he was conversing with MR. Hibley with respect to just 
the latter aspect of it in particular dna it was by way 
elucidation of his conclusion that the profit was $5 million some cd , 
that he proposed to demonstrate to you that invested and over 
a period of time there would come the $17 million, seny ohdA. | 


rn ke Thats whed hed iy ae Ce. NY i an two aspects of it, 


Tt still comes through to me that our basic question is, 





should there have been some reduction in rent because of 


G 2508 - 3 Sept. 14/73 


3:40-3:45 pm 
Cabs 
(Mr. Renwick) 
some as Fog in this pAare pape. 
. $ 
Wor Wiefatlwers certainly may be — 
G@nest: 
Mr. Rr Pema : Surely Mr. Renwick, one of the issues 


before this committee is, how much is in it for Mr. Moog? 
I mean that's one of the circumstances surrounding the 
transaction and I take it that that evidence is being addressed 


to thetpoint, as well as what valued Mysoo bars 
Mr. Chairman: I $iddayex think it is relevant. ling nln t— 





Mr. Renwick: I agree with that, yes. 

Mr. Chairman: Mr Newman. I'm sorry, are you through 
Mr.Renwick? For the time being. 

Mr. Renwick: At the risk of elaboration, put “what's 
in it? Tor? Mr. Moog? 4s also related uid: cule Hystro have 
hadit! 

Mr. Genest: (mauaworey) Yo — 

Mr. Renwick: That's it, all right. I think we are 
talking on the same line. 

Mr. W. Newman: Mr. Chairman, my question is very 
short and Mr. MaeeneCartwrifht can answer it in a hurry. 
The $5.4 million, is that figure with or without capital gains 
or can it be either way? At the point of execution of the 
agreement does it really matter , whether there is capital 
gains or not? 

Mr. Anson-Cartwright: It is a question of claiming 
capital cost allowance. 

Mr. Newman: Capital cost allowance I should say. 

Mr. Anson-Ghtwright : This is based on the premise 
that capital cost allowance is claimable by the developer 
and it is the profit at the execution of the agreement which 
is $5.4 million, excluding builder's profit, and excluding 
the difference between the cost of construction and the 


appraised value. 


Mr. Qhairman: Mr. Allan. 


m H - 2508 4 Sept. 14/73 
3:40-3:45 pm 
C.B. 


Mr, Allan: Mr. Chairman, I'm going to admit my misunderstanding 
like 
of some of this and would Pink t 0 go back to grade one. I'm 


interested and I must say that I don't understand pygsser Whine — 


H 2509 to follow 


H-2609-1 Sept. 14/73 
; 3-45 to 3.50 pm 
DT 


(Mr. Allan) 


Just to 


/ 
deal with the first line of this Loseaditthe A,@ituation dames, income a 





depreciation, $875,000. Now, I would like to know where that $875,000 
came from. | 
Mr.Shibley: Where are you looking, Mr. Allan? 
Mr. Genest: Appendix A. | 
Mr . Allan: Appendix MBs haeten ae Tae LE there's 
no profit, there's no builder's profit included in this, there's no 
maintenance profit and my understanding was that the payments to 
Prudential are only sufficient to pay for the principal and the interest 
over 30 years, 50 I am wondering where the $875,000 came from. 
And then I would like to be sure esa how you are sure that the 


maximum capital cost allowance, the $875,000, can be mm claimed. 


Mr, Chairman: You are trying to cut through too much 





too quickly, Mr. Allan. They are two good questions. 
Somer cvieny Te oad 


Those are vital questions. 





Mr. Anson-Cartwright: I wonderes if we could --~ 

Mr. Chairman: Do you want an adjournment? 

Mr. Anson-Cartwright: I would like an adjournment so 
I can mock up those figures for Mr. Allan. T Heck fife pe ffant 

Mr, Chairman: Fine, recessed until 4. 


re eal 


The committee recessed briefly at 3.47 o'clock, p.m. 


(H-2610 to follow) 


H-2610-1 Sep 14, 1973 
4 .04-4.05 pm 
V.H. 

MEXXSHAL RMA LAXKAA LSS 

The committee resumed at 4.00 oclock p.m. 

Mr. Chairman: I am concerned about the time 
element. I don't want to have to work this evening for 
various reasons and I am sure that applies to all of us. 
This has been an important point and I think that the 
time has been well spent on it. I realize that we have 
Mr. Allan's questions to be answered. I have then Mr. 
Bullbrook and I gather Mr. Glen Hodgson, you are content 
to hold? Then I would ask that we proceed with the 
report, get it in as quickly as possible, and subsequently 
allow opportunity for fae Canada Square and for Hydro to 
make their questions on it at the same time the committee 
members might hold theirs to the end. This has been the 
main contentious point and the one we need to get clear 
on. I think we will have a pretty clear picture when we 
complete Mr, Allan and Mr. Bullbrook's questioning. 

Now, before I forget it, I think we are now in 
a position to mmk mark this as an exhibit and I give it 
the number of 28x 236. 

Now have you been able to work out an answer, 
Mr. Anson-Cartwright, for Mr. Allan? 

Mr. Shibley: Its #¢ 237. 

Mr. Anson-Cartwright: Yes, I have. Its a little 
bit complex because of a problem of blended payments of 
principal and interest on the mortgage but I think I can 
make it quite clear to Mr. Allan. Unfortunately, you can't 
see these figures but I will try and go over them slowly, 


Mr. Allan,and explain them toyou, 





H-2611 follows 


Sept. 14/73 
4:05 - 4:10 pm 
CA 
H-2611-1 
(Mr .&8nson-Cartwright ) 
First of all revenue at $4.84 per square foot on $1,124,500 square 
feet, that gives $5,422,580 

Mr. Genest: Four,four,two. 

Mr. Anson-Cartwright: Pardon me, $5,442,580. The recessed | 
area $25,000. Total rent #@m excluding commercial rent $5,467,580. 
Maintenance costs $1.45 per square foot, times the same floor space | 
of ¢ 1,124,500 square feet, for a total maintenance cost of 
$1,630,525. That gives a net rental income from that particular 
source of $3,837,055. Now maweeiess in these assumptions I assumed 
that there would be commercial rent of $10 per square foot. 

Mr. Allan: Is that really $14 you are talking about? 

Mr. Anson-Cartwright: No, I said $10 a square foot. Only 
ipephkbeeeeex an amount of $2 in excess of the $6 that would accrue 
to Canada Square. That is $835,000, less the applicable maintenance 
which is $121,075 for revenue from commercial area of $713,925. 

That gives a total of $4,555,980. Then, you have to deduct the 
ground fl@or payment for the bank area of $40,000. That is 
$4,510,980 - that is the net rental income, commercial and other. 
The interest, and I have taken $45 million, is $3,600,000, and 
that gives a total profit of around $900,000. This discrepancy of 
$25,000 arises because in my computer programme I have made 
assumptions, which I just can't recall at the moment, but I think 
I made assumptions that the debt was paid at theend of the year and 
the rents flowed in on a monthly basis. So there is a slight 
discrepancy there for which I apdogize. But basically, income 
before depreciation is in the order of $875,900 to $900,000. The 
debt retirement is $380,000 for that particular year. You have 
got blended payments of principal and interest. $380,000 taken 
away from $875,000 gives yau an annual cash flow, after the loan 
repayment, of $495,000. I think that explains that calculation for 
you as best I can. 

Mr= Shibley: I might say, Mr. Allan, I think Mr. Nastich 
has been over all these figures and there is no dispute as to the 


arithme@tic. Is that not so, Mr. Nastich? 
J 


4:05 - 4:10 pm 
CA 
H-2611-2 
Mr. Allan: I expected the arithmetic was right, but I 
wanted to know where this profit came from. 
Vr. Shibley: But I think if we can get that much out of 
the way. 
Mr. Genest: That's right, Mr. Nastich agrees with the 
arithmetic. 
Mr. Shibley: Right. 
Mr.Genest: The arithmetic, not 
Mr. Shibley: Okay. 
Mr. Chairman: Are you satisfied on that Mr. Allan? 
Mr. Allan: I now know where the profit comes from. 
Mr. Chairman: Let me correct my @amkeiex exhibit number, it 
should be 237 not 236. One more apology to the committee. 
Now, Mr. Bullbrook. 
Mr. Bullbrook: I hawe no questions, 


Mr. Chairman: You indicated you don't. And Mr. William 





Hodgson? All right, then we are back to you, Mr. Shibley. 


Mr. Shibley: Well I think I am going to leave it to Mr. 





Anson-Cartwright to return to, I think, page 5 and following. It 


seems to me that much of or enRG 


H-2612-1 follows 


/ H-2612-1 Sep 14, 1973 
i . 4.10-4.15 pm 
; Viel. 


(Mr. Shibley) 





Sarees siet is coming ahead of us has been antici- | | 
pated in thé line of questioning ,but I think we should | 
cover it anyway, if you agree Mr. Anson-Cartwright. What | 
point of reference do you want to go to? 

; Mr. Anson-Cartwright: I think I would like to, | 
first of all make one Sénment to clarify this $75;500,000 
figure. 

Mr. Bhibleys: Right. 
Mr. Bullbrook: =sumx \ A are Leaving the 


ond Y/Y 
schedules em then MSS foing back to. pry 


Mr. Anson-Cartwright: We are gang going back to 





page five. 
Mr. Bullbrook; Right. Okay. Thank you. 


Mr. Anson-dartwright: I would like to clarify that 





$17,500,000 figure gd Z Hon! these it to be considered 
by this committee that I am just - I am quite sensitive - I 
don't want to convey the impression that I am just throwing 
out large numbers. I think the best comment came out from, 
I believe Mr. Newman that to appreciate SC hg: ecdans pc 
femme OVer the 30«year term one would have to consider again 
Onathe transaction at the point of time of the execution of 
the document anette fase, and the investment of those 
proceeds over the 30eyear term. If you can appreciate that, | 
then that-matter is settled. 

, So thake 


< — 





Mr. Shibley: 
7 an en a al 


{IMSS 
Mr. Anson-Cartwright: €peesmees® million, sis 
Pe ee al 


$TrS 
W® %M. Shibley: You have been saying pied) APA OR 
Mr. Anson-Cartwright: I am SOrry y SS Se 
ie ee ee ee 
— - 
$17-5 million Saws. I apologize. 





So if you take the present value of 
the contract, the day that Hydro signed that contract, that ; 


contract was worth $5 million? 


H-2612-2 Sep 14, 1973 
4.10-4.15 pm 
V.H 


Mr. Anson-Cartwright: That's right. 

a el aS oe = ‘and 

Mr. §hibley: And if you took Mngt Yen velnvested 
it over 30 years, it would be Cae! SOT bags 


Mr. Anson-Cartwright: That's right. 





MR. Shibley: That's how you arrived at that 
figure? 


Mr. Anson-Cartwright: That's right. 





Mr. Shibley: Presuming capital cost allowanceg? 





All right. 
Me's ANBOR-Cargurignt: Page six. I think we have 
pretty well covered that. The second heading 48 present 
value of the after-tax profits and that's the RjgseFili0n 
Peis. 
Now I think we should, in fairness to all the 
parties concerned, get into the io Aoi il one of 
the keys is the amountk of commercial rent. wig I have 
assumed, one of the assumptions is on the basis that the 
commercial area can be leased for only $6 per square foot. 
Now, let's look at appendix "A", situation 3 set I am saying 
if the commercial area can be rented for only $6 per square 
foot, thmughout the term of the contract, not initially but 
throughout the term of the contract, then the total after- 
tax profits to Canada Square on a present value basis is 
$3,100,000. You will see ar present value column on appendix 
"A" schedule 37062 , ia Gree column, you will see that 
there is an uel cash flow of $289,000 on &@ present value 
basis $277,000 in the first year. Mr. Nastich prepared a 
mae showing the revenue on the assumption that the 
commercial area could be leased at $6 per square foot and 
that provided a cash flow of 


re 
H-2613 follows 


Sept .16/73 
415-4 .20p.m. 
B.A. 

H-2613-1 


(Mr. Anson-Cartwrirht ) 


Meer Shiite | OU = 





Cigar 22 cents per square foot, hor almost the same 
firure that I have. Therefore, comparing my Appendix "A", 
SC eaateon any. it is in agreement with Mr. Nastichs calculationg 
of revenues% $6.00 for the ground floor, and $6.00 for the mezzanine 
From that there would be a profit of $3.1 million. As I say, 
T don't think it is reasonable to assume that the developer would 
enter into a contract on the assumption that he would have no profit 
whatsoever from the commercial area, and I don't thinktnat that | 
assumption is a valid one, but I have showiy4 ust coincidentally, # 
it was in my report, the same sort of m& figures. | 
Mr. Shibley: AGain, on that Situation ee Appendix "A", 
you give the after-tax profit over the term at $4,300,000: 
on a re-invested basis it would be just under $10 miliion based 
on those assumptions. | 
Mr. Anson—-Cartwright: Pardon me, on a re-invested basis 
it would be $9.0 million. 
Mr. Shibley: Just under $10 million. 
Mr. Anson-Cartwright: 9 Just under $10 million. : 
Now, on page 7, as Mr. McCallum quite correctly pointed | 
out, I did have one more input and that was showing profit of 10 cent 
per square foot on the maintenance. I am not saying in any way 
that that would be so, I think that is a judgment for the committee 
to make, but if there were 10 cents per square foot maintenance, 
then the present value basis would be increased from $5.4 million 
to $6.7 million. ; 
Mr. Shibley Just before you fo on from there, I want 
to be clear on that. The earlier calculations did not include any 
profit @ for maintenance. This is predicated on a profit but lame? 
Sah .is, but if escalation of costs eatgup that then there is no 
such profit built into this. 


MR. Anson-Cartwright® That's right. 





H-2613 -2 Sept .16/73 
415-4 .20p.m. 
B.A. 

Mr. Shibley: So that the $21,800,000 figure in here has 
to be measured against the fact that escalation, as indicated by 
Mr. Zwie's testimonfy, makes it unlikely that there is going to 
be any profit in that $1.45. Is that not so? 

Mr. Anson-Cartwrirht? I think that is so, but eam again, 
T would say I am assessing this contract from the time of execution. 

Mr. Allan: It is regularly renerotiated, though. 

Mr. Genest: No, no. 

Mr. Allan: The maintenance? 

Mr. Genest: No, it is escalation. 

Mr. Allan : Wel], the escalation, yes. 

Mr. Genest: No, but that is’.... 

Me. Shibley: I think the witness' point is a valid one 
@@ also. You are approaching this on the basis of the posture of 
the parties at the time they entered the agremment so that is why.... 

Mr. Ansnon-Cartwright: Mr. Shible’ if you are saying the 
maintenance costs increase, I think that you “@gik also have to look 
at the possibility of the commercial rentel space @ increasing. 


Mr. Shibley: Yes. Well, thre is another aspect of it 





also and that is that in the evidence, when they submitted their 
proposal and as of the time Hydro approved of the contract, the 
deal between Mr. Candy and Mr. Moor was that there was to be no 
builder's profit and no @ profit on the maintenance our bf 
think I am right as to that. Isn't that so? 


Mr. Anson*gCartwright : Yes. 


Mr. SHibley: 86 that.... 





Mr. Anson-Cartwright: It is a jee question of what profit 


ST 


is¢ one might say that profit is fee for service®. 


Mr, Shibley: All right. 





Mr. Anson-Cartwright: Now, if I could move on. Item 6 
ee, ~ 
on page 7 is intended to prove out my firures and to show these 
complex schedules in another manner quite succinctly. The rental 


income before recoveries and set-offs is $4.92 ner square foot. 


(Tape H-2614 follows) 


September 14, 19 
H-2614-1 bp. G., 


(Mr. Anson-Cartwright ) 





amortization of the permanent financing, which has been agreed upon 


2 


is S24 per sq. ft., assuming an interest rate of 8 per cent on 
$45 million. So that the net-leftgrental income less cost of 
permanent financing, debt and interest, is $1,688 If we assume 
the @ maintenance costs are $1.45, the profit is .23¢ per square 
foot. em Then I've gone further and I've said, let's put into 
this a peseebb possible @ee profit in maintenance of .10¢, so that 
the estimated profit per square foot would be @ .33¢, and Mr. 


Nastich's calculations have shown figures of @@@ zero, .22¢, .42¢, 





depending upon commercial rents. 

Now, that theng would seat indicate a profit over the 
terty-fnd here's how we prove out the sort otfsit million, yousee, 
or that type of ¢¢ gb Oe eee cents per square foot for 
a 1,200,000 square feet for thirty years, gives you a flow of 
$11,900,000. 

Mr, Genest: Is that with reinvestments? 


eee 


Mr. Anson-Cartwright: Pardon me? 





Mr. Genest: Is that with reinvestment of the cash flow? 


Mr. Anson-Cartwright: This is an overall calculation. g#&® 





‘ize The @im $3.25 combines debt and interestg, so that you can't 
really make that type of comparison, Mr. Genest. 

Mr. Genest: All right. 

vir. Anson-Cartwright: The $11,900 ,000y together with the 
value of a terminal loss{qgamm of $3 million, which @ I'll y% explain 
later, comes up to $15 million, and I'm comparing ¢mpthat with 
schedule 1, Situation 7. I'm sorry to spouses these schedules 
but it is important to my narrative. @ex that schedule shows 
Commesieaet commercial rent of $6.00, and it also wees shows a 
maintenance profit, because the maintenance per square foot is 


$1.35. And that shows an after-tax profit of $14, 400,000. 


That's just sort of a check on my figures. 


ED <a 


Se¥ptember 14, 1973 
4:20 — 4:25 p.m. 
H-2614-2 B.G. 
(Mr. Anson-Cartwright ) 
We have dealt with pages 8, 9, and 10, so, as a matter of 
fact, we are right up to - 


Mr. Shibley: 13. 


Mr. Anson-Cartwright: 13. 





Mr. Shibley: Right. 


Mr. Anson-Gartwright: I could go through the narrative on 





cash-flow benef@gits to a developer, As I say, they have been 
recognized by officials of Ontagrio Hydro, talking about tax 
deferral, and surely that means the same thing as cash-flow benefits, 
because what you are in effect doing is borrowing money from the 
federal by dua as is your otherwise Suge income tax liability>— 
at no intoneete ana that's how these benefits arise. 

Now, as I say, I've explained cashgflow in my analysis 
of the first line of Schedule 1 for Mr. Allan. I don't think I 
need to go into @a& that any more, other than to point out by 
reference to-dggumie Appendix A, Situationf1l, that during the first 
15 years, assuming capital cost allowances can be claimed, there 


is no income tax liability of the developer. 





(Tape H-2615 follows) 


September 14th, 1973 


4,25 - 4.30 pm 
2615 - 1 AA 


(Mr. Anson-Cartwright ) 

easiest Now, on page 14, I have 
explained some sophistication in these calculations and we 
could over those by reference to situation one. I have said 
that maximum capital cost allowances would eliminate taxable 
income, and I have gone on to say that, in addition, you could 
claimy very substantial depreciation in later years, to build 
up what is known as a los§& carry-forward so that the period 
of deferral of income taxes could be extended from 10 or 11 
or 12 to 15 years. Then you will see on situation one that 


j 
suffers later on by having an adverse cash flow. He has 


developer thoug ° 
the titi SRSA PIES (Suffers later on A or that benefit, he 


to pay income taxes, expenses and debt repayments in excess 
of his rental income. 

Now, at the conclusion of the lease agreement, 
it is provided that Canada Square will sell the head office 
building to Hydro for the sum of one dollar. At that 
particular point in time, I wouldn't have any idea of what 
the fair market value of the head office tet building on 
University Avenue might be, buf va know what the = that is 
the appraised value or fair market value. But, for income 
tax purposes, there is still is a residual value of that 
building. Depreciation on a diminishing balance basis 
at five per cent does not completely exhaust the cost of the 
building in the 30th year. 

And, therefore, there would be a terminal loss, 
what is known as a terminal loss, on the disposition of the 
building by Canada Square to Ontario Hydro and that loss 
could be applied by the developer against other income. Now, 
there is a question as to the timing of the application of that 
loss and you will note that the - on appendix A, situation one, 
that the after-tax value of the loss is $2.7 million. That is 


2.647 
the third column from the right, the second figure _ heavy million. 


K 


September l4th, 1973 


4.25 - 4.30 pm 
2615 - 2 AA 


(Mr. Anson-Cartwright) 
Now, because the loss is not applied immediately, 
you will see that the present value of that benefit is almost — 
it's less than a third. It is only $531, "poowoam And that is 
what has gone into the input of this calculation of $5.4 million. 
In other words, if you can effect a tax saving 30 years hence 
of a thousand dollars, it's not worth a thousand Apieédollars 
now, it is worth something very substantially less. Qe 
es at eight per cent doubles in seven years, I believe, stv ~SQvé. — 
mayynine years - §7-1/2 - nine years. 
Mr. Nastich: Nine. 
Mr. Anson-Cartwright: Thank you. Nine years, 
So that's the explanation of that particular schedule. 
Page 15 is my explanation of why I have had 
regard to the investment of the cash Plow which I know to be 
a valid concept. I think one of the other Adketdevelopers had 
& computer programme, which I saw after I had made my calculations 
and which took the same concept of reinvestment of cash flow. 


: sent on e 


2616 - 1 follows 


H-2616-1 Sept. 14/73 
4,30 to 4.35 pm 
DT 

Mr. Genest: Mr. Chairman, does this complete the 
wkmkma@ witness's presentation on the capital cost allowance issue? 

Mr. Shibley: No, no, there's still - we haven't got 
tO 23. It's the next page. 

Mr. Genest: Oh, yes, sorry. It you how much 
I understand it. 

Mr. Anson-Cartwright: That makes me feel good. 

Mr. Bullbrook: May I ask you a question, if Mr. 
McCallum could help me. If you recall, sir, in giving your evidence, 
you had mentioned the second proposition, the proposition having been 
put to you that there should be an "and" added to the agreement and 
if you will recall it was going to automatically revert at the end of 
the 30 years and there was an "and" added and the provision requested 
by Canada Square -- 

Mr. Genest: For a dollar. 

Mr. Bullbrook: That it be reconveyed for a dollar. 

a 


I take it that at time you were fully aware of the terminal loss 


significance and -- 


Mr. McCallum: I was aware of my impression of the 
terminal loss situation, yes. My impression doesn't agree with Mr. 


Anson-Cartwright's, 
Mr. Bullbrook: Oh, well, I want to have the benefit of 
your impression whenever the appropriate time is. 


Mr. Chairman: Let Mr. Anson-Cartwright finish if he 





would, 
Mr. Bullbrook: Your MO, I take it now is that we 
don't compartmentalize it. We are going to finish with Mr. Anson- 


Cartwright totally, is that it? 






pied 
Mr. Chairman: That is m od oh get Thal? ino 


am anxious that we shoud get it all in - we will 
exhaust ourselves on time otherwise. 


Mr. Anson-Cartwright: If you'll turn to page 16, ? 





I will try and move as quickly as possible. As a result of tax reform, 
losses created by claiming depreciation, generally speaking, will not 


be deductible from non-rental income. The intent of those new 


H-2616-2 Sept. 14/73 
4.30 to 4.35 pm 
DT 






(Mr. Anson-Cartwright ) 

“provisions was to preclude professionals such as doctors, lawyers «Ana 
“exclude the accountants, from sheltering income and obtaining the 
benefit of cash flow, in other words earning $80,000 a year buying 

a building which would throw off depreciation of $80,000, paying no 
income taxes, having the benefit of the cash flow which one might 


’ 4 embec:A mi p- of FAME. Anson-Corkor nt: Yes 
reinvest at interest. However, think that's the term, rip=ofT, 


professional rip-off. 


Mr. McCallum: The one Mr. Deans remembers. 
Mr. Anson-Cartwright: That special restriction, however, 


is 


doesn't apply to interest as we have in this particular case, property 


taxes or other carrying or operating expenses, nor does it apply 


where the corporation is in the business and has a principal business 


of holding of real estate or is in the development of real estate and 





I have mentioned on the page, the particular provisions of their 
“regulations, so a developer such as Y and R, Horizon, Canada Square, 
etc., would|be able to claim capital cost allowances and in addition 
would be able to ¢1.ai mas I have exhibited in my schedule in the 10th 
to 13th years, would be able to claim a loss through depreciation on 
rental properties. 
; On the other hand, a general contractor or somebody whose 


principal business is not the holding of real estate such as, for example, 


Ellis-Don, unless they set up such a corporation for that specific 


¢ (em nme 
rR epeetarae or a construction a would not be able to claim 


\ 
a@ loss on depreciable capital property which would be applied against 


other than business income,or other types of income. 


2 

So that, I indicate on the bottom of page 16, a real 
‘estate developer appears to have a slight advantage over a general 
contractor although I think a general contractor could as x,axmaxk 
set up a corporation whose principal business was in the area of 
development. 

Page 17; the top paragraph, I have already explained. 
In addition, the second paragraph, I have indicated that capital cost 


allowances 
] 





(H-2617 to follow) 


pept. 14/1/35 
4:35 - 4:40 pm 
CA 


H-2617-1 


(Mr. Anson-Cartwright ) 





Sn een OT ON AS OE rs Os BED Res BOB le gy oo 


could be claimed and losses arising from cabital cost allowances coulc 
be claimed, so that in my example the years of tax shelter are 
extended to the 15th, 16th and 17th, or the 15th years. I just 
forget how far we go. Up to the 15th year, fag half-way through the 
contract. 

The third paragraph on page 17 explains the terminal loss. 


? 


cost allowances and the concept of depreciation for tax purposes, the 


Now.for those of you who are knowledgeable in the areapt capital 





question might arise, since capital cost Elkewhhewbeon a pool basis, 
how can a terminal loss arise with respect to a pabticular building? | 
Well under tax reform there is a provision that buildings costing 

in excess of $50,000 would fall into a separate class. And if 

Canada Square sold a building with a residual tax value of $5,300,00 
which is about the residual tax value in the 30th year, for $1, 

it would have a terminal loss of $5,300,000 less $1. 

So that in the computer programme we took into ‘ge account 
the application of that terminal loss which arose on sale, and part 
of the loss was applied against rental income in the year of sale, 
and under the loss carry-over provisions of the Act, the loss could 
have been carried back one year. There is still a terminal loss 
left over whichHwould have to be applied against other income of the 
developer. 

I think that is an explanation of everything up to page 18% 
There are only two more pages to go. 

Mr. Shibley: Just before you leave that, im the material 
provided from the developers who did provide their computer runoffs 
or other calculations, did it indicate that they were making their 
calculations based upon an allowance to them of capital cost 
allowance? ; 

Mr. Anson-Cartwright: Yes. In all cases where I saw the 
material they assumed that capital cost allowances could have been 
claimed. 


MR. Shibley: Yes. 


eax 


H~2617-2 


A 
Mr. Bullbrook: Did they also assumsY "terminal loss" position? 





Mr. Anson-Cartwright: One of them did. 





Mr. Genest: They go together. 


_---_—_—_—-_--——————- 


Mr. Bullbrook: They go together? Oh,I'm sorry_I didn' {realize 
that. iam . ? 
Mr. Anson-Cartwright: It's a function of it. Yes they 


7 

aid. 

Mr. Bullbrook: Well,would they go together, just for the 
matter of my knowlege, would they go together if a 
automatic reconveyance clause had continued in the agreement, or 
is it necessary to have a provision for resale for a stated amount? 

Mr. Gerst: Welt that is the nub of the argument, I think 
that just will delay us until.. 

Mr. Bullbrook: All right, I'm sorry, I won't get into it. 
I just wanted some education. 

Mr. Shibley: Do you want to carry on then on... ° 

Mr. Anson-Cartwright: Do you want me to go right to the 
very end? 

Mr. Chairman: Yes, oe you would. 


Ee EEEee ee 


Mr. Anson-Cartwright: Fine. On page 19, I'm dealing with 
the preference or the comparison of the lease-purchase transaction 
with direct financing by ONtario Hydro. 

Mr. Genest: Mr. Chairman, I know you don't want interruptions, 
and I apologize for re one. Again, I think here, I know the 
committee will want to\keuse this anyway. But there are opinions here, 
that}in my respectful te ee outside the field Sper ee 
with all due respect to Mr.Anson-Cartwright. I nave seriry the 
last two paragraphs on page 20. I don't know what the committee wants 
to do with these. He's passing judgement on wkhther Ontario Hydro 
should have been sedi Sal an economic ke! SN tender out 


maintenance, for instance, on which I seriously question Mr. Anson- 


Cartwright's qualifications to gdve expert opinion evidence. 
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H-2618-1 follows 


September 14th, 1973 
4.4O - 4.45 pm 
2616 - ji AA 


(Mr. Genest) 
pial nS bo anemone —eniELan—evidence 

Mr. Chairman: Mr. Genest, let it go in at now 
and make your objections to them.  Jemgmpeeemie— I am inclined 
at this point to agree with you but I think it would be a 
mistake not to let this evidence go in and leave it to the 
wisdom of the committee to deal with it in the appropriate way. 

Mr. Shibley: Mr. Chairman, I want to make it clear 
that the points on page 20, in terms of this witness's expertise 
Should not be taken in derogation of his complete expertise 
in respect of the matters set forth on page 19, 4KM&K which, in 
my mind, is more salient to the question that this committee 
has to decide upon, bearing in mind the wealth of evidence 
or the depth of evidence that this type /transaction was 
entered into so as not to affect the ordinary borrowing 
sources or borrowing capacity and credit of Ontario Hydro ga 
I don't want Mr. Genest's comment, vis-a-vis the last two 
bitigid@dnparagraphs on page 20 to be taken as in any way 
impugning this witness's expertise to comment upon what is 
on page 19. 

Mr. Genest: Well, with respect, Mr. Shibley, I 
don't think you qualified this witness to give opinions on 
analysis of the credit of the province. He is an expert 
accountant, a very distinguished accountant, but that is a 
money market matter and I think he should be qualified to 
express opinions on the views of the money market as to matters 
that affect the credit of borrowers. 

Mr. Chairman: I ask you to let him proceed on 
it. It's in evidence Mow. 

MR. Genest: I'm making trouble for you Mr. Chairman, 

Mr. Shibley: I would like some comment on that 


from the witness. 


September 14th, 1973 
4.40 - 4.45 om 
2618 - 2 AA 


(Mr. Renwick: 

Mr. Renwick: Those are lepitimate comments by 
Mr. Genest and I think we will take them into account. I don't 
think Mr. Genest is going so far as to say that we shouldn't 
receive them. 

Mr. Genest: Well, I will just give that caveat. 
That's right. That's right, Mr. Renwick. 

Mr. Renwick: Yes. V«'r« gene ee 

Mr._Anson—Cartwrignt : I think I can give my 
testimony in this aredquite succinctly, quite quickly. 

As I understand it, there were two overriding 
considerations for the selection of the lease-purchase route, 
as against the direct financing. The first, as I understand 
it, was that the debt would not be shown as a debt of Ontario 
Hydro and would not affect Ontario Hydro's borrowing position. 

The second was, and this appears in the papers 
that I have read prepared by Ontario Hydro, that the developers 
could claim capital cost allowances, and therefore, there was 
merit in taking the lease-purchase route, because you might 
have effected a better deal by the \esfaddor” those benefits. 

My testimony will be, nt [BF one experienced 
in money market matters, but I would like to comment upon the 
thought that you can obviate the portrayal of liabilities 
through the lease-purchase transaction. There is substantial 
debate in accounting circles on this issue and they are not 
ones about whether the manner of presentation - pardon me, _. 
not ones about whether tm lease commitments should be 
portrayed, but rather how they should be Shown aitdggieiwademamiand 
Lbathexenseiiet—ceineelat-e 


2619 ~- 1 follows 


AY 


H-2619-1 Sep 14, 197 
4 .45-4,50 py 


(Mr. Anson-Cartwright) 
I understand that there is the debate presently with in 
Ontario Hydro as to whether a lease commitment of this 
type whould be portrayed as a debt, as an actual liability 
on the financial statements, or whether it should be shown 
by way of note. 

Mr. Shibley: When you say a "debate", debate 
with whom? 

Mr. Anson-Cartwright: Well, I understand from 
Mr. Nastich, there is —- at least I think I understood from 
his comments made to me on Wednesday - that there was dis-— 
cussion or debate with Ontario Hydro's auditors on this 
particular matter, 

Mr, Genest: Within Hydro, 

Mr. Shibley: No. No. He is saying -- Mr. Nastich | 
who is the debate with? 

Mr. Nastich: Within my own financial group. We 
are looking into which is the best way to handle it in 
view of the -- as Mr, Mp iagrCartwright says -- in view of 
the discussion now going on in the United States where they 
have some of this, as to which is the best form of treatment. 
Its a matter of study and the answer is not yet come through. } 
If\xm@u we are working on it, you have two accountants just 
as you have two lawyers pana y 

Mr. Shibley: It oer Sore with your on OF 

Mr. Nastich: We are not debating wi th them yet, 
Tt is going to have to be discussed with our auditors in 
1975. 

Mr. Shibley: Yes, 

Mr. Nastich: That is why it is not settled yet, 
Mr. Shibley, “fhe decision doesn't have to be made until 
1975. 


H-2619-2 Sep 14, 1973 
4.40-4.59 pm 
V.H. 
Hat 


Mr. Anson-Cartwright: The reason, 1 am commenting 
on this partiaular area is to give the committee my views 
that it is not entirely clear that the objective of removing 
Qf the debt from, the portrayal of the liability from the 
financial statements of Ontario Hydro will be achieved. I 
further go on in my comments to indicate that it's quite 
clear to me that any major lender to any corporation, including 
Ontario Hydro, would take into account, in assessing credit 
risk, etc., very substantial lease commitments. If you have 
@ lender and a borrower and one borrower has no lease com- 
mitments and another has @ lease commitments of $162 million 
over 30 years, surely that position of the second borrower 
is going to be taken into consideration by the lender. 

Mr. peaabwoouns “He eikéys wk mystified me, Mr, 
Anson-Cartwright, I must say. 


lwLan , 
Mr. Anson-Cartwright: abnis is very clezr to me 





an@®’ T' tan*t Wo). 

Mr. Bullbrook: It mystified me how they wouldn't 
take it into consideration! 

Mr. Renwick: I am glad the accounting profession 
has got so far as to at least debating pe espe tte 
dhotrey thslald Ae shoal on the faire sehonorut 

Mr. Anson-CAértwright: Mr.Renwick, it is not a 
debate as to whéther it should be shown, its a debate as 
to how it should be shown. 

Mr. Renwick: I understand that. 

Mr. Anson-Cartwright: I would say it must be shown 
either by way of note or by way of liability and then there 
is no way you could disguise it from a potential lender. 

Mr. Bullbrook: But that's the point. Your basic 
evidence is no matter how it is shown, as a debt or as a 
notation, a prudent lender would take tata into consideration 
in evaluating the credit position of theborrower . 

Mr. Anson-Cartwright: That's nightly postin . 

Mr. Bullbrook: Is this your opinion? 


4. 40-4.50 pm 
V.H. 


H-2619-3 Sep 14, 1973 | 

Mr. Anson-Cartwright: Yes. 

Mr. Deans: Is it normally shown? 

Mr. Anson-Cartwright: Yes. 

Mr. Deans: It is normally shown? Well, that's a 
the question. | MLin, — 

Mr. Anson-Cartwright: Lease commitments are shown | | 
either by way of note or by way of liability. 

Mr. Deans: I want to be clear. Lease commitments 
are shown presently in that way? 

Mr. Anson-Cartwright: Either way, # The uniformity 
ofjthe presentation is not established. 

Mr. Deans: It is not possible for % to not show 
them? 


Mr. Anson-Cartwright: On the concept of full dis- | 
closure, they should be shown according to generally wsene 118: 7 


accounting principles. 


F: Codd | jut ‘in Do tcl 


r. Chairman: CEE a Sees ah got three 


people wanting in at once, and the chairman had a question 


———— | 


as well. Let Mr. Genest put his question first. 


| jal ugar techear That vp. 
Mr, Genest: |i eb asp aD. Surely there is more 
: 


to it than that / It depends on the significance of the | 
obligation. <&& 


ta of ; : 





H-2620 follows 


H 2620-1 Sept. 14/73 
4:50-4:55pm 
C.B. 


(Mr. Genest) 





. Might I ask 





Mr. Mson-Cartwright this. If Hydro rents two floprs or three 
floors in a building for 10 years, in his opinion is that - 
must that be ry shown on the financial statement 9 Bither by way 
of note or as liabilty( 

Mr, Anson-Cartwright: The materiality does enter into 
the consideration. More and More even those liabilities are 
being disclosed by way of note, but materiality is another 
factor Mr.Genest. 

Mr. Chairman: Mr. Allan and then Mr. Renwick. 

Mr. Allan: Mr. Chairman if I # recollect Mr. Nastich's 
testimony yesterday, their concern, their greatest concern 
was the availability of money. 

Mr. Genest: That's right. 

Mr. Allan: Rather than any effect it would have on 
the credit. I understood Mr. Nastich to say that $45 million 
in their overallfporrowing was a very = a comparatively small 
amount. 

Mr. Genest: I wanted that brought out because Mr. 
Nastich's asl was Near how muchH Hydro paper 
is out. Pac ie invest $15 million of my 
portfolio in ete. bonds: ' aaacl it doesn't gree on their balance 

sheet, it depends OAhere is just too much /Sbutt @ around, and 
you get to a point where you have difficulty selling it. I 
think that was Mr. Nastich's Cinslintl, ok Ctr that's a matter 
of experience in money markets. 


Mr. Allan: That was my recollection. 





Mr, Genest: And really not of balance sheets in my 
pstidh ele nado keno 
respectful submission. 
Mr, Chairman: I think Mr. Nastich has made that point. 
Bahl ABest eas re 


But Mr. Allan has Mr.Anson-Cartwright answered your question? 
} ! 


H 2620 - 2 Sept. 14/73 
4:50-4:55 pm 
C.5. 


Mr. Allan: I didn't have a guestion. 


a a eS 


Mr .Chairman: as een you had no right speaking. Mr. 
Renwick. 

Mr. Renwick: T just wanted to throw my nickel's worth 
or a caveat because in fact Hydro borrows on the # credit of 
the province, as I mdm understand it. Either the province 
borrows and lends to Hydro or the Hydro borrows with the 
cumrantee of theprovince, I think that also affects the 
question of the market assessment of their ability to get 
funds on the capital market substantially, and maybe diminishes 
the importance of this point from the overall qguestinn of the 
credit of the Province of Ontario. 

Cartwright: 

Mr. Anson-arkwri ih But if a justisfication of the 
lease-purchase route was to avoid affecting the credit capacity 
of the province, my comment is that that would not succeed. 
anata the commitments would have to be disclosed, particularly 
for example, if Ontario Hydro became a Crown corporation and 
the commitments were suaranteed by the province. 

Mr .Renwick: Well I understand that, rane other 
considerations come in when you are talking about the credit 
capacity of the government of the Province of ovtario. 

Mr . .ANSON-CAREWELENY : Right. 

Mr. Repco It may wall of course have sipnificance 
if in fact the intention of the change in the structure of Hydro 
is to ultimately require it to fo to the market on its own, and 
not have the benefit of the province borrowing or the benefit 
of the provincial guarantee. 

Mr. Nastich: Do you want an answer to that. 

Mr .Renwick: Yes. 

Mr. Nastich: The Task Force Hydro number four report 
looked at this question 6f the provincial guarantee and after 


lone consideration concluded that the provincial fuarantee should 


continue. 


H 2620-3 Sept. 14/73 
4:50-4:55 pm 


Mr. Renwick: Should continue? 
a alana ht 
Mr. Nastich: Should continue on Hydro bonds. 
Mr. Renwick; Thank you Mr Nastich. 
Mr.Chairman: Mr, Anson-Cartwright, are you suggesting 
ad / 
or &*xm am I taking a wrong interpretation that the whole exercise 
was in vain in the sense that as far as the financial market is 
concerned Hydro iteelf might have gone to an insurance company 
and borrowed the mnney, and its credit apart from the matter 
of bonds or paper being outstanding, would be in the same position? 


Mr, Anson-Cartwright: That's right. That's my position, 


I'm saying in effect that the lease-purchase route , ~ 
Desa. Waa net & wey Onl, 
Mr, Renwick: But you can't jgnore the debt. 


Mr . Anson-Cartwright: Yfu can't ignore the debt. 

Mr, Genest: If that's as far as he's going I'll buy 
that. But if he is saying that we could have gone to an 
insuranee company or a private placement without giving a 
mortgage | I quarrel with that violently. 

Mr. Anson-Cartwright: No, I'm not... 

Mr. Genest: And bear in mind we can't give a mortgage 
because of our German bond issue restrictions. 

Mr, Anson* Cartwright: I'm aware of that # and I'm 


also aware that you can't mortgage, _, 













ae ae 


SO Oe ba —— eh 
A, 





H 2621 to follow 


H-2621-1 Sept. 14/73 
aare to 5.00 pm 


ehcp 
(Rise sy Span 8 oe 2 il 2 1 aaa fi OR ERE See 


: Mr. Chairman: I am glad you put that German bond 

issud~ That may be the reason we have gone through the exercise. 
Mr. Renwick, did you have any other questions? 

Mr. Renwick: No, I don't have any other questions. 

Mr. Bullbrook: Getting into the Fleck logic. 

Mr. Chairman: \e-fimpiitied <6; I know. 

Mr. Anson-Cartwright: “Seen Catmbbada> probably 
omnpetcaan Mr. Nastich's remark that there may be other reasons for 
selecting the lease-purchase financing route. He talked, as Mr. 
Allan pointed out; about availability of funds. In the material that 
I saw prepared by Ontario Hydro, that was not used as a justification 
for the particular—~m_adopting this route, and that's the reason I 
make that comment. 

Mr, Chairman, I would like to take the points on page 
20 as read, Mr, Genest comments on my qualifications as an expert 
witness in this area and I would have to admit that I am not an expert 
witness in the money market field, I do make these comments as 
subjective comments @ of my own personal opinions, that in a lease-back 
transaction secured by lease commitments you can borrow money at an 
interest rate, surely the lessee could have borrowed money at that rate 
as wart, and I make other comments that I thought were self-evident. 
They are not intended to make a judgement of any kind. 

Mr. Renwick: Mr, Chairman, I think g we might just 
throw away on that item number four on page 20, it would not be self- 
evident to local 1000 of the Canadian Union of Public Emplogees. 


Mr. Chairman: I have got it marked down as expert 





personal opinion only. I think we are getting to the point where I 
will have to start indexing our cavy¥ats but -- 

Mr. Genest: Just on that last page, there are just 
a couple of points. I don't think they are too worth dwelling on but 
I just did want to clear up a couple of points as to whether or not 
Mr. Anson-Cartwright has taken any account of the delay costs being 


incurred by Ontario Hydro in preparing details, specifications and 


putting out the matter to tender y-whether he has considered that. 


H- 2621-2 


















Sept. 14/73 
4.55 to 5.00 vm 
DT 


(Mr. Genest) 


£ doesn't appear here, to me anyway. 


Mr. Anson-Cartwrzcht: I did mention\|, Mr, Genest, that 


as 
)the proposal route?opposed to the tender route was time consuming. 


And I do think that the proposal route with a variance, working along 
= .t ll 
Nwith a developer, WAS Semon sieinemamenems carried out sincerely for reasons 


of expedience. | | 
ligke “9 
3 Mr. Conest:; The other point I want Ponce Oh pee 


paragraphy@, Mr. Anson-Cartwright, you suggest there that Ontario 


| 
ydro could have got the wnole profits of the cscs Cc rents, 





you 


‘are not assuming that Hydre is possessed = of the expertise to 


Administer @ and run a comercial area? 





Mr. Deans: Don't open that up, | 

Mr... Genest: No, that's one of the wdeh ots for picking 
the developer. | 

Mr. Anson-Cartwright: I think I would hayeleo agree 


that they didn't have that expertise. 


Mr. Genest: And lastly, as far as contracting — apart 

rom #esm the covieb i Deans and Mr. Renwick on contracting out 

MaintenanceZ-I take it that it is not suggested that we could have 

fot from .a maintenance contractor the same rate that a developer would 

offer in @ packapre. 

Mr. Anson-Cartwrirht: I don't think that I woulda arree 

fith that. I think that -- 

Mr. Genest: Well, if you don't, what do you know about 

intenance costs and contract costs of contract maintenance operators? 
Mr. Anson-Cartwrirht: I'm saying that merely because 

have a package deal doesn't mean that you couldn't sort out the 

Bomponents, and then assessing the cost for a particular function such 


: AAS QR 4 
utntenait aa maa X dollars, I think it.would be reasonable to assume 


at Ontario Hydro could have rone Out a=. 


(H-2522 to follow) 


September 14, 19 
5:00 —-.5:05 psi i 
H-2622-1 BG. 


(Mr. Anson-Cartwright ) 





hatnqumuqussmmmes to the market and had the maintenance work @ done for 


the same cost. 


Mr. Genest: What do you understand by maintenance work? 





Mr. Anson-Cartwright: What do I understand Dy fi@ekadenacc— 


maintenance. wets 7 eee rean GS 
do you mean 
Mr. Genest: s ,/P mean the janitors, or do vot wee “OO 


engineers and the care of the equipment and the administration of 





the building? 

Mr. Anson-Cartwright: Well, if you look in Y and R#s 
analysis of maintenag@nce str==aneu costs, @# you will see categories. 
eG, I think there are 46 different categories,tncluded in maintenane 
costs, and that's what I understand to be maintenance gexiieiaceame of 
a very substantial centre or building such as this. 

Mr. Genest: Are you suggesting that same that kind of 
total service is available on the market? 

Mr. Chairman: These questions are coming fromf# me. 

Mr. Genest: Yes, I'm asking these questions -— 

Mr. Shibley: But actually, in fairness to the witness, 
there ‘was-mmoranda within Hydro itself that one alternative was 
to fund the building and build it themselves, and contract out the 
maintenggiance. 

Mr. Genest: I know, but it was rejected, Mr. Shibley. 

Mr. Shibley: No, but I mean, you are putting the 
questions as though this was a new thought or concept beyond the 


range of possibility. In fact, Hydro itself considered that. 


Mr. Genest: No, no, I'm not doing it for that purpose 





2 
Mr. Shibley. _jxmguagieee— I'm attacking the conclusion of Mr. 


Anson-Cartwright g but I'm doing it with respect, I hope. 


Mr. Shibley: Yes, you are. 





Mr. McCallum: And restraint. 


Mr. Genest: That it's not that simple, jaa. 


SE ee euititad 


the maintenance of a purges. It's tantamount, I suggest, 


September 14, 1973 
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(Mr. Genest) 
Of Ak 
to going out and hiring Canada Secace dua Y and R and saying, ° "hs 
pay you af fee and Pd you manage our puilgding”. And what I question 
4s whether they would have offered the same rate. 
Mr. Deans: May I just correct - 5 


Mr. Genest: Can I have an answer: 
Mr. Chairman: Mr. Genest, I think we would like aywduSwes 





Mr. Deans: On @ that point, am I not correct that one 





of the proposals did in fact make mention of the fact that the,-— 

was it not Ellis-Don who said that they were going to hire someone 
ance 

to go on and do the sesiisntinaimadhesiencte and they proposed a rate 


of something less than $1.45. 





Mr. Shibley: $1.23. 


Mr. Deans: $1.23, thank you; so that it's not as 
unreasonable as perhaps Mr. Genest might have us believe. 

Mr. Chairman: Now, do you want your quest @iion answered, 
Mr. Genest? 


Mr. Genest: No, I guesshe' re just - 





Mr. Anson-—Cartwright: I'd be pleased to answer the 





question. I think there are companies ine business of providing 
maintenance service for large buildings. 


™m 
Mr. MeCAllum: And ydnagement. 





Mr. Anson- ee And management, yes. 


A menbes Ae leu asafe fare’. 
eae ee Have we ge ae the end? I wonder if it 


would be convenient now to go into the @ capital cost allowance 





which I consider very important. 
Mr. Chairman: Well now, I just wanted to ask Mr. Shibley, 
does that - 


Mr. Shibley: No, I'm through. 





Mr. Chairman: That's the presentation as w far as you 





are concerned. Now, I know there will be a lot of questions. I 
ee 

think it might be reasonable to hear from Mr. Genest first, before 

we get into the questions from the members because I am sure he 


And 
will cover a lot of ground. you intend to make a presentation 


September 14, 197 
5:00 = 5:05 p.m. 
H-2622-3 B.G. 
(lier. Chairman) ; 
on this, Mr. Finlayson? Are you - 

Mr. Finlayson; I don't know that it will be necessary; Ty 
think Mr. Genest wiZl probably be covering all the points that I hav 
so I don't nembe—pae-really contemplate saying anything. 

Mr. Chairman: If he doesn't, we will hear from you next. 

Mr. Bullbrook: The only thing, Mr. Chairman, I want to 
record is I don't want to compartmentalize this. I want to be able 
to, if I don't understand something during the oditie Mabe fae have 
been subdued now at your request, but if Mr. Genest brings up 


something that I don't understand, I don't want to wait until he 


ends it. 





Mr. Chairman: No, I think that's - 


Mr. Bullibrook: I want to be able to ask. 





Mr. Chairman: I think that's reasonable. 


Mr. Bullbrook: Okay. 





Mr. Chairman: YOur qeeés questions then presumably would 





be towards Mr. Genest. 


Well 
Mr. Genest: Wonder if the witness might be asked then, 
tir eeet 


Mr. Chairman, if he is familiar with interpretation bulletin No. IT-] 
dated July 5, 1971, issued by the Department of National Revenue, an 
dealing with capital cost allowance. 


Mr. Chairman: Does that number ring a bell with you? 





Mr. Anson-Cartwright: Very familiar with the bulletin. 


Mr. Genest: Well then, may I ask the witness to identify 





1t and have it made an exhibit. I have sufficient copies here for 
Mr. Shibley: Just by coincidence. Mr. Genest: 

the members . ~7By coincidénce I just happen to have brought them along 
Aw 


Mr. Chairman: You brought your own music, Mr. Genest. 
enesvt: I 


Mr. Gitgettieemmkke Nad to get back somehow. 


Mr. Shibley: meke Remember, the last exhibit is yours. 
Mr. Genest: Yes, that's right. 
Mr. Chairman: I have lost track of my numbers ja gain . 





I think it's 238, is that right? 


Mr. Shibley: That's right. 
eel 


—EE————— 


September 14, 1973 
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Mr. Chairman: You can identify that as an official 





document from #the Government of Canada? 

| Mr. Anson-Cartwright: It doesn't have the usual red 

heading, but, yes, @ that is interpretation bulletin &@® IT-17. 
Mr. (@= Chairman: That's # your whole case, is it, Mr. 


Genest? 


Mr. Genest: Mr. Chairman, no, I think it's an important 





document and 








(Tape H-2623 follows) 


Sept. 14/73 
5:05 - 5:10 pm 
CA 
H-2623-1 
(Mr. Genest) 


GP 1'd like to take the time of the committee to read it, if 


everybody fine tA sony’ 


Mr. Chairman: Are you going to read it in French or 
English? 
Mr. Genest: I can do it in both if you want. 


I 


Mr. Walker: Simultaneously? 





Mr. Genest: But I'll start in English. It says, 

"Tt is necessary to determine with regard to leasing 
agreements, whether payments made in respect of those agreements 
are in substance payments of rent or payments on account of the 
purchase price of property or, in the case of sale-leaseback 
arreemengts, repayments of a loan. As there is no special 
er ae the income Tax Act dealing with such agreements, this 
determination must be made on the basis of general law and the 
provisions of the agreement itself. 

“Tndividual apes will be treated in accordance with the 
general statements of Departmental policy that follow: 

" Lease-Option Agreements vary considerably in their 
terms. At one extreme is the agreement that provides for rental 
payments at a reasonable rate during the currency of the agreement 
and gives the lessee an option to purchase the property at the 
ena of the rental period, and sometimes also at some earlier time 
times, at a price that reasonably approximates what is likely to 
be its depreciated value at the time or times when the option is 
exercisable. (In this connection igh redtated value? refers to the 
cost of the property less a reasonable allowance for wear and tear, 
and not to its undepreciated capital cost as computed under the 
Act.) 27 


Mr. Bullbrook: I want to stop there. You pee, Mr. Anson- 





Cartwright, I thought that you, in explaining it to us, I tok it 
terminal 

CGT igen... in calculating the \xeumxat Loss position you were 

taking the depreciated value, and not the cost of the property less 

a reasonable allowance for wear and tear. 


Should I be interrupting now? 


5:05 ~ 5:10 pm 
CA 
H-2623-2 
Mr. Genest: Yes, I think it will come clear. 
Mr. Bullbrook: Okay, go ahead. 
Mr. Genest: What they are saying here is the rule for 
determinging whether you can claim it at allythe terminal loss is 
_ ot eee —calculated from the undepreciated capital cost. 
Mr. Bullbrook: Then go ahead, 
Mr. Renwick: Mr. wenee y's lemeez only askmm this as to whether 
it is significant or not, if it isn't mss it over. This isn't a 
lease option agreement that we are dealing with. 
Mr. Genest: No, I think the whole statement 13)hedenas, 


Mr. Renwick: Is applicable, regardless of thé format: 


Mr. Genest: Is applicable, that's right, regardless of 





the terminology used. That's right. 
Mr. Renwick: Because it was a crucial part of this deal 
that Hydro get the building back, it wasn't the optional, 


Mr. Genest: That's right. The point is whether gecttetes, the 





payments made by H ydro are going to be treated as rent, or 
whether they are going to be treated as payments on account of the 
purchase price of the building 30 years from now. 

Mr. Renwick: So you are not hanging anything on the question 
of whether it is a sale lease--back or lease-purchase. 


Mr. Genest: Right. 





Mr. Renwick: Or whatever the designation is. Thank you. 

Mr.Genest: "Where an agreement is of this nature, the 
annual payments will be dealt with as rent, and a subsequent 
exercise of the option to purchase will not change their character 
to that of payments on account of the sale price of the property, 
even if the agreement provides that some part of them will be so 
applied should the option be exercised. 

Mn the other extreme is the case where property is rented on 
terms that call for the title to pass to the lessee at no additional 
cost when all the rentals required under the agreement hav been paid.” 

Now that, I say, is this transaction. 
"In circumstances such as this, the agreement is in 
substance an agreement for sale, and the same would apply where the 


payment to be made at a time when an option to purchase can be 


5:05 = 5:10 pm 
CA 


H- 2623-3 

(Mr. Genest) 
exercised is so low in relation to what will be the estimated 
depreciated value of the property at that time that any reasonable 
person obviously would exercise the qtion. When an agreement is, 
in substance, an agreement for sale, the payments ordinarily will 
be dealt with as payments on account of capital which are not 
deductible, as rent or otherwise, in computing income; and the 
purchaser's capital cost ordinarily will be equal to the sung of 
the amounts he is requirdd to pay to the vendor. 

men a payment is considered to be on account of the 
purchase price, the purchaser may take the view that such a payment 
is a blended payment, being partly a capital payment and partly a 
payment of eitherrent or interest. While it cannot be admitted, 
in these circumstances, that part of the payment is rent, the 
view that part is interest, and deductible in computing the 
purchaser's income by reason of Section 11(1)(d), may have merit, 
provided that a similar amount can be included in income of the 
vendor pursuant to Section 7(1). In these circumstances it is 
possible to impute interest only where it can be shown conclusively 
that the aggregate of all payments to be made under the contract 
is greater than the fair market value of the property. The amount 
of total inteé st so imputd@d will be the lesser of (1), the 


excess of such payments over fair market value or (2), the amount 


otzamibrests of the yerpe ofetheeagnecnentsalewlised 43-—appi 
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(Mr. Genest) 





ch ee the amount of interest over the term of the agreement 
calculated by applying to the fair market value of the property 
a suitable interest rate prevailing at the time of the execution 
of the agreement. If the purchaser's SeAcontention is 
accepted, there will be excluded, of course, from the 
capital cost of the property to him any amounts allowed or 
to be allowed as deductions ##for interest in computing his 
income.® 
"Between the extremes there will be many examples 
of varying kinds. The Department's principal interest is to 
see that significant sums paid for the purchase of property 
are not being charged against income as rent, of which no 
recapture can be made from a lesseey who exercises his option 
and then sells the property at a price which reimburses him 
for all or part of the ‘rent’. 
"Some of the factors that will be considered when 
determining whgether the substance of a transaction is a 
lease or sale are listed awit below." And these are very 
important. |§p~"If the answer to one or more of the factors 
in items 1 to 6 is in the affirmative, a sale may be indicated. 
"(1) Is the option to purchase exercisable within 
a period which is materially less thanjthe useful 
life of the property with the rental payments 
in that period amounting to a substantial portion 
of the fair market value of the gygrroperty 
at date of inception of the lease; or, in the 
same circumstances, has the lessee a right 
to renew the lease for the remaining approximate 
useful life of the property at a rental substantially 
less than fair market rental which makes the 


renewal of the lease almost a certainty? 


September 14th, 1973 


5.10 - 5.15 pm 
262% - 2 AA 


(Mr. Genest) 

"(2) Does the lessee have the right, during or at the 
expiration of the lease to acquire the property 
at a price which at the inception of the 
lease was substantially less than the probable 
fair market value of the property at the time 
or times of permitted acquisition gfby the 
lessee! 

al Was the property acquired by the lessor to met 

the special needs of the lessee and will it 
probably be usable for that purpose by the 
lessee only? 

"(4) Does the term of the lease correspond sub- 
stantially to the estimated useful life of the 
property with the lessee obligated to nay costs 
such as taxes, insurance and maintenance which 
are usually considered incidentai to ownership? 

"€5) Has the lessee guaranteed the obligations of the 
lessor with respect to the property leased? 

"(6) Is some portion of the periodic rental payment 
specifically designated as interest or readily 
recognizable as the equivalent of interest? 

"In relation to the above factors, the registration of 

the transaction as a Conditional Sales Contract is not " 

I guess they are talking about equipment leases here ;-". .. is 

not necessarily a decisive factor, nor is it necessarily decisive 
when the agreement makes no provision for the transfer of title, 

or specifically precludes the transfer of title.” 

Then they talk of sale leaseback agreements. I don't 

know _— I don't think there is anything there. Am I right], 

Mr. Anson-Cartwright that 
Mr. Finlayson: Read the last paragréeph on the last page 
Mr. Genest: On the last page? Yes. That is very 


important. “ The ¥Effct on Lessor." 


September l4th, 1973 
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(Mr. Genest) 

"It is the Department's policy to apply the same 
interpretation of an individual contract or agreement to both 
the lessor and t@e lessee who are parties to it.” 

Now, may I ask this question Mr, Chairman? Is this, 
to your knowledge, still the official view of the department? 

Mr. Renwick: Mr. Chairman, would Mr. Genest 
read into the record the immediately preceding paragraph 
as well. 

Mr. Genest: "Again there will be many cases falling 
between the two extremes. The Department's principal interest 
in these cases is to see that repayments of borrowed money 
of a significant amount are not being charged against income 
as rent." 

Mr. Walker: Those are the extremes. 

Mr. Genest: QedhdddedBut that's on sale lease-back 
agreements Mr... . 4. 

Mr. Renwick: I want to pet that point clear then, 
because if, on page one, in the second paragraph, immediately 
after the heading, "Lease-Option Agreements", you have the 
expression, "At one extreme is the agreement that providesiKfm#t .._.. " 
At the beginning of the next paragraph, you have got, "At the 
other other extreme is the case where property is rented. Ut 
Do I take it that the reference is the paragraph on the second 
page, "Between the extremes there will be many examples of 
varying kinds," 9 

Mr. Genest: Yes. That's the significant one. 

Mr. Renwick: That's thdiico are is it? 

Mr. Genest: That's right. 

MR. Renwick: Thank you. 

Mr . /DAEB DLC AR RE iittala ene st: Mr. Anson 
Cartwright, is that still the official policy of the Department 
of National Revenue in the treatment of transactions of this type? 


Mr. Anson-Cartwright: I think that's their 


September 14th, 1973 
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(Mr. Anson-Cartwright ) 
interpretation of the tax consequences of lease options and sela_ay 


stu leasebacks, yes. 
Mr. Genest: And am I right in suggesting that 


there are only two decisions of the Tax Review Board 


dealing with the matter? 
Mr. Anson-Cartwright: Well, if you would quote 


the decisions, 






2625 - 1 follows 
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Ae ree erty 
Ray SO T @ know of 


@ Chibougamau... 

Mr. Genest: Chibougamau Lumber Ltd. vs. the 
Ministry of National Revenue. 

Mr. Anson-Cartwright: I am aware of that case, and 
there are a number of other cases, I don't have them at hand, 

Mr. Genest: There is Lagueux et Fréres-—that's 
“and brothers .’” 


PIAL se of 
Mr. Shibley: show-off. 


Mr. Anson-Cartwright: At the risk of mam being number two, 











Seeks there is Genest et Fils. 
where 

Mr. Genest: The Chibougamau one is July 3, 1973,/€he 

Tax REview Board.as it is now called, held that certain equipment 
the capital co&t allowance 
apparently leased, not available 3 py the transaction was 
GAL 

in etteut. a purchase, is that correct? 

Mr. Anson-Cartwright: That's risht. 

og rq aman pamneesitie? tae 

Mr. Genest: Now, in view of that, Mr. Anson-Cartwri@ht.... 

wile ts ta, e 

Mr. Bullbrook: Mr. Gengt , are you not going to put the 

ee ae ee 
question to him as to whether he distinguishes that case from the 
instant circumstance? 


Mr, Genest: No, I just wanted to establish, Mr. Bullbrook — 





and ‘gyou want these cases.g I don't think they are very \gmimGehey 


helpful. 
Mr, Bullbrook: No, no. I guess we are going to get to the 
confrontation. 


Mr. Genest: I am just coming to it now. In view of the 
official policy of cid Me Sastenent of National Revenue, how do 
you justify the certainty with which you apply capital cost 
allowance to your analysis of the profits available in this 
transaction? 


Mr. Anson-Cartwri¢ht: Well, I think it is quite clear in 





the bulletin that you have to assess each particular lease option, 


H-2625-2 Sept .16/73 
5.15-5.20p.m. 
B.A. 
(Mr. Anson-Cartwright ) 
or sale and lease-back sea cetengesie its own particular merits. 
I recognize that there are these so-calledy six tests, but 
first of all, this mm bulletin is mmm not law in any way. It 
is merely an interpretation of the law. The cases are merely 
at the Tax Review Board level and have been appealed. In this 
particular situation, we have one non-taxable entityy and 
another a taxable cornoration, and you will recall that the 
both parties to the contract 
department said it was gfoing to reaechiane T Che 
same manner. In addition, the a ae behind this 
interpretation bulletin was to preclude a lessor from selling 
property without incurring recapture of depreciation. That is 
the main intent of the bulletin, to prevent somebody from 
depreciat aaa rom, 1et's use our example, $45 million down to 
$5 million, and then selling it for $5 million, and thereby 
avoiding a recapture of depreciation. But in this particular 
case, there is no possibility for a recapture, and so that 
particular part which was the basic philosophy ofthe bulletin 
of tax avoidance, is not contained in this particular -- 
that asvect of avoidance is not contained in this varticular 
transaction. 


Mr. Genest: Stopping you there, Mr. Anson-—-Cartwright.. 


Mr. Chairman: Well,just let him complete. 





Mr. Genest: Oh, I'm sorry. 
Mr. Anson-Cartwright: I'm fine. 


ef 
Mr. Genest: I auedemieo askyhim a very @ wide auestion. 


Mr, Chairman; You have completed it? 


(tape H-2626 follows) 
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(Mr. Genest) 
Oh, I'm sorry. 
Mr. Anson-Cartwright: No, that's fine. 
MEXXEKKa Mr. Genest: I asked him a very wide 
question. 
Mr. Chairman: You have completed it, Mr.Anson- 
CArtwright? 


Mr. Anson-Cartwright: Well, if you like, I 





Mr. Genest: Perhaps if I let him go on after, 
just on that point I wanted to put/the witness that tax 
avoidance can also be achieved by dressing up a sale as a 
lease and empowering the seller to claim capital cost 
allowance. Is that not so? 

Mr. Anson-Cartwright: Well, its a question of 
whether tax deferment is tax avoidance I suppose. 

Mr. Genest: Well, it is more than tax deferment, 
48. AF not Mr. Anson-Cartwright? 

Mr. Anson-Cartwright: No. The only opportunities 
here of the developer are deferments. 

Mr, Shibley: And I want to take that up. 

Mr. Genest: Well, yes ... 

Mr. Ghibley: Let's give the witness the benefit 
of this review, that in the submission of Canada Square on 
the initial premise, there was to be no profit on construction, 
no overhead for allowance, the cost of money would be as much 
as $3.35, the cost of maintenance $1.45, for a total of $4.80, 
for a balance of 12 cents allowed to cover their overhead and 
prefit. Now I would like it put, is Canada Square intending 
to claim capital cost allowance on this transaction? If the 
position is gkm going to be that they are not going to claim 
for it, then let's hear it. If they are going to claim it, 
let's hear it. Because it strikes nel 8h the basis of the 
figures that Hydro were working on, and bearing in mind that 
each of the other developers who made submissions predicated 


their -- includéd in their material the fact that they were 


H-2626-2 Sep 14, 1973. 


5.20-5.25 pm 
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(Mr. Shibley) 
going to claim capital cost allowance, what's in it for Canada 
Square unless this was their intent I just don't understand. 

Mr. Genest: Well, you know, with respect, I think 
the reali question is regardless of what they claim, what is 
the likelihood of their getting it? 

Mr. Deans: If they're not going to claim it, we 
don't have to concern ourselves with it. 

Mr. Chairman: I see you took the microphone from 
Mr . Finlayson; he took it away from you voluntarily. 

Mr. Finlayson: Mr. Chairman, so there is no sug- 
gestion that this is an academic point, there is no question 
that we are going to attempt to claim capital cost allowance. 
On the other hand, we recognize that this is by no means a 
simple problem and wem can say we have claimed it on other 
buildings and we haven't got it so far so there is a great 
deal of merit in the points that Mr. Genest is raising. I 
am trying to stay out of this arguement and I told Mr. 
Bradshaw to take full notes of everything Mr. Anson-Cartwright 
is saying because these are the kind of arguements we are 
going to be trying on the department, there's no question 
about it. 

Mr. Shibley: 1£f"sena Goblka part 

Mr. Finlayson: ~ wereasatal ty foes! But there is 
no question about it, thists a very serious problem and I 
think with great PORDEOE 2% is very, very misleading for 
the witness to put one side of the case forward here as jf 
thaaghé that is the only side. There is no question that 


we are going to get capital cost allowance. I would have 


bhought, with respect that it would have been fairer ££xiue to pu 
) 


two propositions to you: one, what is the present value of 
this cash flow assuming ® capital cost allowance j (which $A the 
witness has done; and the second, what is the present value 
of the cash flow. assuming no capital cost allowance? Then, 


you gentlemen, having read the bulletin and heard Mr. Anson- 


| 
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(Mr. Finlayson) 
Cartwright and the like an can make up your minds as a 
practical matter, Just how likely are we to get this and as 
a practical matter, how sound really was Mr. McCallum's 
opinion which he gave to Hydro at the time that there is no 
way that they are going to get this.’ Now that doesn't mean 
we are not going to try to get it, but we will know later, 
maybe three or four years from now, whether Mr. McCallum was 
right or not. But certainly there is nothing simply about 
this thing and gmx Mr. McCallum's opinion was a considered 
iFuns . 
aerne bad at the 22a? dhe fact that this witness has a 
different opinion doesn't change the fact that it is a very 
serious issue. As I say, what I think you gentlemen are going 
to have to decide is -- really the question is, was Hydro 
reasonable in accepting Mr. McCallum's advice that we would 
not get a capital cost allowance? Now, Mr . Shibley y is peeks 
quite right, we are going to ask for it but whether we are 
going to get it or not, is going to be something Mr. Bradshaw 
can worry about, 

Mr. Chairman: Well, Mr. Finlayson, I appreciate 
your point and I think you Se Gi it well. Earlier in this 
hearing, very early, we took the stand that we didn't want 
to interfere with a person's position vis-a-vis the income 


tax department and I think you have put it ,.,_ 


Mr. Genest: I think alg tire I say binds Mr. 


higs~z Finlayson. 
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coon Sep Sg 


Mr. Chairman: No, well, that's why Mr. Finlayson 





has put his point. He answered the question that they intend to 
claim for it but it is a matter of law as to whether or not it will . 
be sustained. I don't know whether there is anything Mapes here, | 
Mr. Anson-Cartwright. Mr. Renwick has a point but I -think that's | 
basically the mates tie Gea he is really up in the air, Now, Mr. 
Renwick. 


Mr, Renwick: I'm just thinking from the point of view 





of the committee and it™s deliberations. I certainly don't think that 
we have either the competence or the desire to base any of our conclusion 
on that kind of a question nor do I necessarily think that we want to 
base any conclusions that we have on some assumption as to whether or 
not it will or it won't. It perhaps seems to me that we have got to 
look at the question that's of concern to us from \a ea somewhat 
different point of view, given the circumstances that - well, death and 
taxes are certain An this particular case it's uncertain ab@him 

Mr. Genest: No, that's not the point, Mr. Renwick. 


Mr, Renwick: But I would like to put it this way to 





Mr. Genest and I say this with the usual cawAt not to draw any 
conclusion from it, I want to know why Mr. Genest feels that Hydro must 
take the brunt of the explanation of this question. What is the 
concern of Hydro as to whether or not Canada Square does or does not 
get capital cost al Valence! 


Mr. Genest: The concern of Hydro in these proceedings 





) 


on one aspect of the matters in issue before the rammiaxxkx committee 
is to show t ies > of all that they made a good deal for themselves and 
secondly that they didn't give away too much money to Mr. Moog. Lt 
is as simple as that and this is a very relevant consideration on that 
issue. 

Mr. Renwick: All right. Now, Mr. Chairman, could I< 


Mr. Genest: And the third point tkhak Mr. McCallum 
? / 





which is valid is that we shouldn't be faulted for failing to ask for 
something that we thought on very good ground we couldn't get. 


Mr. Shibley: Just let me intervene just for the moment, 


H-~2627-2 Sept. 14/73 
5.25 to 5.30 pm 
DT 





(Mr. Shibley) 


Mr. Renwick. Ae an if pee Aa 


Mr. Renwick: I don't want you to but I'll let you. 
Mr, Shibley: Again, it's the -~- I am sorry, fo ahead. 


Mr._Chairman: If you don't want him tot be fv m. 

Mr. Genest: Py Se Soak to get into arguments.en he 

Mr, Renwick: Re Yon cae get into an 
argument either. F think it was extremely interesting and significant 
that Mr. McCallum did two things in his statement. I didn't realize 
the significance of them at the time when he startedt o give 
his evidence and Buring the course of his evidence he did two things , 
Ore of them was that he carefully indicated to the committee that he 
|was not brought into the transaction for the purpose of remaking a 
deal. He was there to negotiate the agreements on the basis of a 
particular arrangement entered into between Canada Square - I am 
probably stating this badly - but he wasn't in there to renegotiate 
but to get the best deal within that framework that he could for Hydro 
pha Secondly, he also referred during the course of his remarks and made 
the point from his experience, using the Star building as an example, 
that in the private sector it is often the way in which it is done, 
that you select the developer that you aregoing to deal with and Mr. 
Anson-Cartwright made the identical point. 

Now this may be again the basis of trying to get the 
point that's of concern to me over te a much gross over-simplification 
and over-stated but I would like Hydro to give it consideration when 
they are sauatanel ae their submissions next week that this damn problem 
of opting for the tender system or opting for the developer system method 
of proceeding seems to me to have led to Hydro in a sense falling between 
two Stools. The tender system, you put it out and you get the tenders 


\% and you make your selection from amongst all those who have tendered. 


) Mr. Genest: And you don't negotiate down Mase Chose 


ures, 





(H-2628 to follow) 
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Mr. Renwick: That's right, that's the end of the game } 


then, You make ¥your deal‘ the contract is made. You come to } 
the developer system and we get to this question not only of 
the qualitative comparison and evaluation of proposals which | 
come in, but you anain /seensto me once you've invited proposals aut 
youcome in and the developer puts his proposition forward and 

you select from amongst a group fhen it seems to ae een in 

one sense you can't go behind the sort of assumptions on which 

that particular developer has come in, and as Mr. McCallum said 


) 
he wasn't broughtin to renegotiate the deal. 


i ee po ose 


Now on the other hand. ,.- 

Mr. Genest: Mr. Zwig said they had given it their v 
best shot, faking into account their own individual tax positions, 
When they made their presentations. 

Mr. Renwick: Yes, as I a say I'm oversimplifying it 
and overstating it. On the other hand it seems to me that 
what Mr. MCallum was saying and what Mr.Anson-Cartwright was 
saying about ayrivate corporation, a private body selecting a 
developer and going to them, then it seems to me that this 
negotiation operation with respect to sharing benefits might 
very well be - not might very well be /but would be a normal 
part of the transaction to do it. 

I say that for two reasons, 1g phat Shere is a real 
hazard ina private operation when that kind of a deal is made 
to share tax benefits you immediately verge into the artificiality 
conception of the arrangement and that creates problems. I think 
it is perfectly clear from this record of our evidence that there 
hasn't been anything artificial about the way in which the 
arreement has evoived in terms of the various agreements. I don't 
think there is that problem, and I'd like Hydro to give some 
consideration in their submission to this damned problem which 


is created by having gone in between on this system and invited 





H 2628 - 2 Sept. 14/73 
5:30-5:35 pm 
C.B. 
(Mr. Renwick) 
tenders in Wed/reates nofonly this damned problem that we've 
{& touched on,of how you evaluate them, but whether or not you 
in fact preclude yourself by the very nature of that operation 
once you've selected your developer from engaging in this kind 
of bargain with them with respect to tax advantages. Now 
I may have overstated it or over simplified it, but it is 
thekind of a box that|I see in there. 
Mr. Genest: No I can see you point, it is a very 
substantial point. But I wonder if I might not better deal 
with it Mr. Renwick in the submissions to be made rather than 


fo+¥ 
Mr. Renwick: Mr. Chairman,that is the only reason I 
raised it was so that in your submission you could somehow 
or other help us with that box. But I don't think, I certainly 
as a member of this committee am not going to spend my time in 
the next several days deciding whether or not there is capital 
\raase Zi lowance going to be allowed in this matter, ass Fhat 
is a very difficult tax question which some court somewhere is 
going to decide and I'll be damned if it is our job to do it. 
Mr. Genest;: That is the point, the only point tse if acqumet 
Sek, first of all Mr.Anson-Cartwright it is a matter of legal 
interpretation of the Act, Mr. Anson-Cartwright, well a tax 
expert I suppose, is not a lawyer, although the accountants 
are pre-empting us in the field. 
Mr. Chairman: Yes, they certainly are. 
Mr. Genest: And Mr. Anson-Cartwright isn't @gkmaxx going 
to decide it and no one else but a court is going to decide it. 
Mr.Renwick: Nor are we. 
Mr. Genft : Yes, but what I wish to show is that there is - 
I want to tie it in, ME. Chairman to the policy of the department, 
because I think that show that Canada Square by claiming this 


are running head on into a departmental policy, I've created 


a very substantial doubt as to whether they are roing to get it. 


H.2628 ~s3 Sept. 14/73 
5:30-5:35 pm 


C.B. 


(Mr. Genest) 
T want to test this, not on what the ultimate decision is going 
to be. But I'm going to ask the committee to look at the 
departmental bulletin, I'm going to ask Mr Anson-Cartwright 
to do this and fit this deal into their policy, because what 
I'll be submitting to you is that this deai dearly, very clearly 
does not meet the tests that are laid out by the department 
for the allowance of capital cost allowance. Not if I can 
put that whole proposition fapped up in a package to Mr. 
Anson-Cartwright and ask him if he agrees with it, that is 
an end tothis part of the subject. 

Mr. Chairman: Mr. Mson-Cartwright has been anxiously 
waiting and Mr. Newman has a question. But I think in view 
of the fact you've just put a question, let Mr. Anson-Cartwright 


deal with it now. 
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H-2629-1 | 
| 
Mir<cChairman) | | 
—=_ | 
ire Newnan Was a> ques mut —anview DY the. fect-youhavg 


Mr. Anson-Cartwright: Thank you. First of all I would like 
, | 
to speak to Mr. Finlayson. | 


Hs mentioned that he thought that I should have shown 
both sides a situation where no capital cost allowance was claimed 


or @laimable, ari where capital cost allowances were claimable. 


| 
Mr. Chairman: I wonder if they'll just be quiet becarse 


~og.8 oa 
In .my original draft wi 


Mr. Anson-Cartwright has a difficult problem here, so the talk 
behind him is disturbing. 
Mr. Genest: I'm sorry, Mr. Chairman. 


Mr. Anson-Cartwright: In my original draft, Mr. Finlayson, 
I had included a copy - this is petoren t guess$ I think you saw my 
original draft, Mr. Shibley - with the inclusion of this 
interpretxution bulletin, and commentary speaking to it, and 
KeG% calculations with or without capital cost allowance. I am 
Just mentioning this because I took the position that I ould be 
prejudicing your particular client if I were to make the commentary 
that he was not in the position to claim capital cost allowance. 

My own view is that this particular transaction does not fit this 
Pe bulletin; this is merely an interpretation bulletin. 
There are distinguishing factors{ for example, it is quite clear 
that this applies to taxable entities, and we have one non-taxpaying 
entity, and another taxpayer. And I just want to let you know 

that I was bending over backwards to attempt to be. fair. 

Mr. Finlayson: Weli,I hope you haven't taken anything that 
I ae m4 this ia as any suggestion that you weren't trying to 
be entirely fair with us all, Mr. Anson-Cartwright. 

Mr. Anson-Cartwright: No, I haven't, George, but I just 
wanted to let you know that I went through the exercise tha youg 
suggested ya Bs didn't want ‘a have a series of documents for 

; 
presentation to the public at large dealing with all of these 
issues in ahhh codes might be read by officials of the 


Department of National Revenue, and they micht have all of mv 


5:35 - 5:40 pm 
CA 
H-2629-2 
(Mr. Anson-Cartwright ) 
arguments, pro and con. I was respecting your client's position. 
I just wanted to make that clear. 
Mr. Finlayson: Wena it you do have the figures, perhaps 
you could produce them? 
Mr. Anson-Cartwright: I don't have them with me, but I 
would like to... 
Mr. Renwick: Could we have them? 


ee aera 


Mr. Anson-Cartwright: I would like to make.., 










Mr. Shibley: You did have the bulleting, but I don't rememb 
seeing the figures. 

Mr. Anson-Cartwright: Oh yes I'd gone through valculations 

Mr. Shibley: Well jt didn't see them as part of the materia 
I must say. 

Mr. Ansong~Cartwright: I didn't have detailed polished 
schedules, but I had been through that calculation. And I would li 
to make some comments on that particular aspect. Even if capital 
cost allowances cannot be ePemat nen the department must regard 
this transaction not as a lease but instead as a sale for tax 
peep PUrpOoses, or a financing transaction, if you want to call it 
In that event, I'm not so sure that the developer ends up in such 
a horrible position in any event. For example, I think the positid 
where no capital cost allowances may be claimed is roughly as folloy 
I think the developer would be able to write off immediately costs 
such as development costs, financing costs, architect's fees and 
so forth, because the department would be saying," You aon¥t own thi 
wmitidiiig It te esate". 

Mr. Genest: Mr. Anson-Cartwright, would that be write-off 
against other income? 

Mr. Anson-Cartwright: Yes, I guess. 

Mr. Genest: You are assuming then that Canada Square has 
other income against which to write off these amounts. 


‘alblwalar® a ee ee Fo AS Q) © = ne sha nNCOMne. 
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Mr. Anson-Cartwright: It has, of course, the rental 
eee 


income. 

Mr. Genest: No, I mean the rental income from this 
building. 

Mr, Anson-Cartwright: Yes. 

Mr. Genest: But not -- you are assuming there is 


income from other sources? 

Mr. Anson-Cartwright: No. No, I am talking about 
this transaction being regarded by the department as a sale 
in lieu of a ownership of property in claiming capital cost 
allowance, and I suggest to you that that is not a4 damaging 
position to the developer, I think that you can't just say, 
Okay, you don't own the building and, therefore, there is no 
capital cost aliowance.. I think you have to then be sayAng, 
6s it says in this bulletin, you have got a financing ka 
transaction or a sale, Ana then the costs of construction, 
etc., all attendant costs, are deductible expenses because 
they are either ordinary expenses or they are part of the 
cost of sale. 

Mr. Bullbrook: Would the interest be considered 
a cost? 

Mr, Anson-Cartwright: The interest would certainly 
be considered a cost. It would be specifically claimable in 
that event under section 21(c) of the Act. 

Mr , Genest! “tir. Anson-cartwright, would you not 
lose the tax deferal benefits? 

Mr, Anson-CArtwright: No, as a matterof fact, you 
would be ciaiming a number of costs in the early years. Ip 
addition, there is an Bagge obverse to commentary made here —_ 
the department refers to Section 11(1)(d) How that is the 
deduction side of the ‘wegt They are saying that rather than 
have -- and that section is now in the twenties, 21(#) I think 
it is -- they are saying that rather than having a deduegtion 
for capital cost allowances, you can treat part of the rental 


payments as being on account of capital and part interest, 


H-2630-2 ae 14, 1973 
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(Mr. Anson-Cartwright) 
blended payments of principal and interest, and you can deduct 
the interest sinew’ 
Mr. Genest: Well do I understand .. 
Mr. anson-Cartwright: Sige ay from the income 
lel ne = nin ) 
side, you take in the income in accordnice with section 7 (1), 
you have @ belended payments of principal and interest, and 
you take in income. In my view, the department would,if they 
denied capital cost allowances, would have to take the position 
that is a sale as indicated in the bulletin, and then they would 
say the sale price, which is not $45 million any more, it's 
$162 million, the rental payments, and that $162 million is eithe 
bianded payments of principal and interest or its income over 
a period of years, in which event ... 
Mr, Genest: What about maintenance? 
Mr. Anson-Cartwright: Please! In which event, 
you would be able to take in that income on a matching principad 
wf coats of construction over a period of time on a reserve 
princip4a. Now, unfortunately, I don't even know where my 
calculations are for your particular purposes, but I looked 
at the risk in this area. I also took into consideration the 
number of memos by Ontario Hydro and the promises of the 
developer themselves that they would be able to claim maxx 
capital cost allowances, I came to the conchsion that Spwgue they 
wouldn't be in that bad a position if the capital cost al- 
Lowances were denied. 
Mr, Genest: BK But, Mr. Anson-Cartwright, obviously 
I put it to you the position of the developer being abie to 
claim capital cost allowance is more favourable than in the 
position of being not g@e able to claim that capital cost 
allowance? ee why they wanted -- isn't that why you 
were so concerned about preserving Mr. Fénlayson's position? 


H-2631 follows 
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Vee Senses tay 
EF A nip i be ES EA ie 

Mr. Anson-Cartwright: I would think that the claiming 
of capital cost mam allowances is more favourable than the other 
method I talked about as treating it as a sale. But I took that 
into consideration with the other input that I don't think this 
particular transaction, as the bulletin indicates, falls squarely 
within the bulletin afb) I recognize that they say you have to 
look at each particular lease document. Now, there are six 
criteria, they say some of the factors, but they have six points. 

Mr. Genest: And they say if the ammew answer to one or 
more is in the affirmative, ., 

Mr. Anson-Cartwright : But, that's going to be their 
position but can they make it stick.’ This is oniy an interpretation 
bulietin. How can they say in law, and I recognize I am not a 
lawyer, but how can they say that there is no ownership of 


? 


ag, depreciable property. I think there are a number of -- 


for tax purposes. Let's go through the various points; <f an joe 
Wired | Le 9 2 
Mr. Genest: That's a @ekaka ument. The point I 
merely wish to make and it won't be settied by the debdate 
between Mr. Anson-Cartwright and me, or by the committee, . 
oat peneen var exE Seay! Discussion. 
Mr. Genest: I merely want to make the point that this 
is running head on into a law suit. 
Mr. Shibley: Another nag 
ss n 


Mr. Genest: Another one,/which I am not involved, 


Mr, Shibley: The department will retain you. 





pas eneon-CRP Pere: With respect, all of are 
exposed to assessments by the Department of National Ryvenue. 
This is part of doing business, and there is the other side,ef it, 
you can make the department see your particular viewpoint just as 
well as they can scrutinize a transattion. 


Mr. Genest: Mr. Anson-Cartwright.,... 
ee 


5-5.50p.m. 


H-2631-2 Sepprann 3 
Ba 
B.A. 

Mr Chairman: Just a moment, I want to let Mr. Anson- 
Cartwright say what he has to say on the matter. He has been 
interrupted so many times and I am not so sure he is through yet. 

Mr, Genest: I misinterpret his pauses as the end. 

Mr. Chairman: And Mr. Newman, in fairness to him, had 


Le 


his name on my list before you, Mr .REnwick. 





Mr. R¥nwick: Would Mr. Newman defer# to me simply because 
T have to catch a train in a very short time and I want to ask 
this question. I think Mr. Anson-Cartwright's # explanation is 
helpful to the committee that it isn't a total loss if the 
decision is against the capital cost allowance, but I want to 
ask Mr. Anson-Cartwright, again coming back to this question of 
whether or not the question should have been an area of negotiation 
between Hydro and Canada Square,» 

BP se ARBORS COP RIENEDE ¢ Weld sane 


Mr, Renwick: Just a second because I want the record, at 
) 





least for a own purposes to Nes Sxactiy what I am talking about. 
On page 2 of your submission, it is stated in succinct form, 

"In my view, in the discussions and megtka negotiations with 
developers, officials of Ontario Hydro should have requested 

the developers submitting proposals, to provide an analysis of 

the tax advantages accruing to Sheaiakth a view to sharing in 

such benefits through income tax deferment in the form of reduced 
rental payments under the proposed lease agreement.” And that 

of course, is the conselusion to the preceding sentence, which 
states: "basically through the claiming of capital cost 
allowances". Now, do you think in a situation in which Hydro 

was piaced that there would be any, assuming for the moment that 
they came to the conclusion, as Mr. MeCallum had indicated that 
thre would be no capital cost allowance to Canada Square, assuming 
that that position maxk was taken, I take the subs&ance of your 
remarks on pare Wei skaay that that, then, isn't an area which you 
nerotiate the other side of the coin with the developer / If the 
developer is not going to have capital cost allowances I take it 


} 
that the nerotiation just doesn't proceed, 


H-2631-3 Sept .16/73 
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Mr. Anson-Cartwright: That's “Sil . 
eee Fo ee 


Mr. Renwick: That that is entirely how it comes out 





for Canada Square,and Hydro,if they were satisfied that there 
was soing to be no capital cost allowance, or took advice of 
Mr. MeCallum that there was to be no capital cost allowance, 
then thpe would not be an area for negotiation. There would 


be no criticism of Hydro 


(Tape H-2632 @ follows) 
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(Mr. Renwick) 





That's what I wanted to say. 

Mr. Anson-Cartwright: Well, I think that's correct 
in part: I think if in the negotiation process Hydro recognized that 
a developer thought he was having benefits through tax deferral and 
they had had memos on this pola’ wene® they might well have gone to 
the developer and said, even if there is an area of doubt, they would 
go and say et cele. if you have benefits through capital cost allowance, 
| e deferment , 
or through iis dieenehie os want to share in those, and if you 
don't have any benefits, there are provisions under the income tax 
administration information bulletin 70-6 to obtain an advance ruling 
on an issue such as i let's obtain a ruling and find out whether 


you have got it or haven't got it and then we'll apcseea. | 





Mr. Renwick: Thank you, Mr. Chairman. 

ial eh ea tts ih 

Mr. Chairman: Mr. Newman. 

Mr. W. Newman: Mr. Chairman, mine is a very simple 


question. You have been talking the pros and CONS, qpan@sealadaldesnaO-dean. 

You said you did some figuring on it without the capital cost 

allowance and we are talking about $5.4 million at the point of executior 
of the agreement, could you give me ballpark figure of what that would 
be, that figure would be without capital cost allowance? 


Mr. Anson-Cartwright: I think it would be-=——I can't 








remember the figure -- 


Mr. W. Newman: g Would f@ it be half that or three- 





quarters of it or -- 

Mr. Anson-Cartwright: I really can't remember the 
figure and I would prefer -- 

Mr. W. Newman: It would be considemwbly less than thiss 
though, would it? 

Mr. Anson-Cartwright: You ad I did was I took 
an alternative route with treating it as a sale and then I had to make 
a lot of assumptions as to which expenses would be claimed when. 


In fairness, it was lessgm but I can't recall the magnitude of the decreas 


_ 
Mr. Chairman: Wouldjoe a figure that you could give us 


ne 
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(Mr. Chairman) 


on Monday morning by way of a memorandum? 


Mr. Anson-Cartwright: Yes, I think it would be. 
Mr. Chairman: I don't want to get any more evidence 


held over until Monday if I can keep from that. 

Mr. Genest: I would like to avoid/or That puts me 
inyaifficulty. I may challenge the figure, I don't know. 

Mr. Chairman: Well, it's less anyway. I think we 


are taking the attitude -- 


Mr. Genest: What I wanted to put, was my information 
says substantially less. For instance, Mr. Anson-Cartwright, I take 


it that if capital cost allowance is not available, the terminal loss 
which is shown at a fairly substantial figure in your calculations - 
I am looking at Appendix A, Situation ede we have a terminal loss 
value of $2,697,000. I appreciate that happens at the end faerie 
term but the present value of that is $831,000 and that's not 
available. Am I correct? 

Mr. Anson-Cartwright: No, you are not correct on that 
score. The cost of the building is $45 million under these assumptions 
of $44,4 miliion. The terminal loss is merely the residual value after 
claiming capital cost allowances, If you take the alternative route 
and say that it is a sale, then the entire cost of the building, 
$45 million, is a cost of sale, a cost of sale of that building and 
it is deductible. 


Mr. Walker: I've got just a couple of quick 





questions I would like to make, Mr. Chairman. 


Mr. McCallum: Don't go away from it yet. Mr. Anson= 





ee WELENV LE Mr. Genest put to you this problem; de the capital cost 
allowance is claimed and if in addition as is the case here, this is 

a single-purpose company, would you then agree that this terminal loss 
would not be able to be Siatmed’ You wget have a situation here shown 
where they get both capital cost allowances and a terminal i Sri a all 
I am injecting into the proposition is ome ee I understand, it is a 
Single-purpose company and required to be sold by the gm bond purchase 
— under the circumstances theg chances are excellent that 


they can't have their cake and gm eat it too. Does that seem clear? 


H 2633 = 1 Sept. 14/73 
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{Mr . Anson-Cartwright p< Alo, iE doesn feat = 


Cat the termination of the contract the property is disposed 
of and there is a loss for income tax purposes, a terminal loss. 
The company is still in existence, it is not then subject to 
the provisions of the leasewagreement and so forth because 
that has been terminated. Now all it needs to do in order to 
avatl(of the terminal loss, is to have income from some other 
source of that magnitude. 
Mr. Coles: Of that. 
Mr. Anson-Cartwright: Pardon at 
Mr. Coles: Of that magnitude within five years. 
Mr. Anson—-Cartwright: Of that magnitude within five 
years, but not of all the terminal loss. Some is applied in 
one year and some is carried back one year in these assumptions. ba 
I present.valued it to,you Kno al 
Mr, Genest: One morepoint on this. If capital cost 
allowance is not available, istit not a fact, at least after 
the first two TEATS in ENS concept you've used of re-investing 
the cash flow is drastically re 
Mr. Anson-Cartwright: Ygu would have to take in the 
wema rental income over a period of years as m proceeds of 
sale, and they would be spread over the term of the contract. 
Initially you might have an increased cash flow and subsequently 
you would have a reduced cash flow. 
Mr. Genest: But you Ae to the same extent the concept 
of the tax, of the interest-free loan from the Bepartment of 
National Revenue that the claiming of capital cost allowance gives 
you. Am I not correct on that? 
Mr. Anson-Cartwright: It is Fended chek is garredx correct. 
That would apply, that assumption would apply if the rents came 


in, the commercial rents for example came in in various stages 
y) 


5 
too, if they were $6 aad $10 ane $15, same sort of principle. 


H 2633-2 Sept. 14/73 
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Mr.Genest: Am I correct in understanding that the 
value of the capital cost allowance to a developer is very 
much inereased if he has other income from other buildings 
against which to claim the depreciation he is entitled to? 

Mr. Anson-Cartwright: Again you are talking about 
aekpax early years vs later years y that shifts the cash flow, 
but in my calculations I have claimed capital cost allowances 


only to the extent of net income, not creating any loss 





Mr. Genest: Yemmxpmepsteaebiormx From the building, you 
are not taking into account gm shelter, the provision of 
shelter for outside income? 

Mr. Anson-Cartwright: No. 

Mr. Chairman: You know you, you walize the advice 
you are giving here may be detrimental to the Frovince of Ontario’ 

Mr. Genest: Oh, that's right. I don't hold a brief ror thom! 
that, There are a couple of other questions I don't want to 
prolong it, I know everyone is tired. 

go ahead. 

Mr. Chairman: ea a WAlker wants to ask a question 
and Mr. Glen Hodgson , KA pesienees 

Mr. Genest: I'm sorry. 

Mr. Chairman: No, if you want to clear this up, Mr. Genest ,— 
anything further. 

Mr, Genest: Going to Appendix A, skkmkanxkxx situation l, 
de I read that document, and I'm usually wrong when I read these 
documents , he capital cost allowance totally shelters there, I 
see, the income for the first 15 years, is that not right? 

Mr, Anson-Cartwright: That's right. 


Mr. Genest: So there is no income tax at all payable 





for the first 15 years. 


Mr. Anson-—-Cartwright: That's right. 
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Mr. Genest: And I put it to you that that situation would 
not prevail in the event that the matter was treated as a sale. 

Mre Anson-Cartwright: I have already said that. 

Mr. fenest: Yes, and I also put it to you thatjin your 
present~value caiculations, it's the money that you get in the first 
years of the contract that makes up the B@k bulk of Dal oresetie> vee 
calculation. Do you agree emp with that? 

Mr. Anson-Cartwright: I would agree with that. 

Mr. Deans: I was just wondering, ye there a conclusion, 
or are you just agreeing? 

Mr, Genest: He's agreed with that, so that - well, yes - 
I just want to follow eheoucn ene fact is that the benefitg of 
totally sheltered income in the first fifteen years is lost, and 
I think you've agreed that it's not oftyset by the ability to gaan 
claim costs if the transaction is treated as a sale. 

Mr, Anson-Cartwright: The benefit of totally sheltered 
4neome is lost; the total benefit of sheltered income is not lost. 

Mr. Genest: And you can't estimate the amount, the 
differences to-day? 

Mr. Anson-Cartwright: No. 

Me. Genest: Would you agree that they would be substanti 


on 
Mr. Anson-Cartwripght : Not without some calculations, no 


a) 
Mr. Genest: So you are not in a position to tell us toda} 






as to whether these figures would look entirely different if capita 
cost allowance were removed and the other deductions and compensati 
factors you mentioned were substitutedt 

Mr. Bullbrook: Well, he said he wasn't, and he gave his 
reasons for it. 

Mr. Anson-Cartwright: Would you repeat your question so 


that I can make sure I understand it quite clearly f 
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Mr. Genest: Well, Mr. Bullbrook, I thought you had 
answered g@, but perhaps I am just beating a dead horse, and I 
see Mr. Shibley thinks I am. 


Mr. Chairman: I tried to state my position in any event Hat = 
wh iy, 


if 
Mr. Genest: Hs om Just a few 
a un 
more on unrelated epeses topics, are ew topics adtietiaet , related 


to capital cost allowance. 

Mr. Chairman: Well, all right, I think maybe Mr. Walker's 
question was related to capital cost, wasn't it? 

Mr. Walker: Yes, Mr. (a@@mwCartwright, there are six 
points listed in the bulletin produced July 5th by the Department 
of National J Revenue and of those six points my rather quick 
reading which amounts to merely listening to it this afternoon 
and reviewing it, suggests that the Hydro pep project fgmp falls 


within, at least Beeps ol Z 6 almost on all fours, 


nae you are saying nevertheless, that your distinction is that there 
is one ER a a eatalerg involved as one of the pappartners, lessee 
or lessor, in the deal. Is that your primary distinction? 

Mr. Anson-Cartwright: Well, I think my primary distinction 
is that this is a policy statement by the Department, and Josie the. 
pea Beverzhpep-Bhbs- tere 

Mr. Walker: I've never g been able to get around one of 
these d2nepoiicies whenever I've been before the Tax Appeal Board, 
however. 

Mr. Anson-Cartwright: S3@ge@e As I say, the main intent 
of the bulletin was to preclude a corporation from entering into a 
transaction with depreciable capital property, and avoid a recapture 
of the depreciation that it has claimed. There is no possibility of 
that happening in this particular transaction. Also, I would take 
into account that Hydro is a non-taxable corporatton, or entity. 
There are other factors, I thinkgwe should probably, if you are 
going to sha four out of six, we should probably go into the six 


items. I don't think there is any question of guarantee of the 


obligations of the owners. 


September 14, 197 
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Mr. Walker: Where are you? 
Mr. Bullbrook: Are you going to go through them? 
yes, 
Mr. Anson-Cartwright: hk ed Et go through them, I 
tu think that's probably the fairest thing to do. 


Mr. Walker: W8B'1ll just refer to them by number rather 


than reading them. 


Mr. Anson-Cartwright: All right, @e zie phecoption to 





(Tape H-2635 follows) 
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(Mr. ease 

"(1) Is the option to purchase gsxercisable within a 
period which is materially less than the useful life of the property®,” 

I have no particular comment on that. I would think that 
it is a judgement factor as to whether the useful life of a 
building in Metropolitan Toronto is in excess of 30 years. 

Mr.Walker: Hydro thinks that this building will be worth 
something at the end of 30 years. That is one of the key premises 
throughout this whole thing. 

Mr. Anson-Cartwright: Welt. t me saying there are a number 
of large buildings in this city that have been torn down that weren't 
30 years old. 

Mr. Walker: Of Bah Sak the same token we are making a 
judgement on a 30-year basis at the initial year rather than at the 
terminal year. At the terminal year we have the benefit of hindsight 
knowing whether it is going to be knocked down at year Dyer was 
eek knocked down at year 28, or will be knocked down at year 40. 


Mr. Anson-Cartwright: But don't forget the department has 


ET 


to prove its point as to whether the useful life of this building 
is more than 30 years. And I am saying there are very strong 
arguments that buildings in a city such as Metropolitan Toronto might 
have a useful life of less than 30 years. 

Mr, Walker: That can be argued precisely the other way ao wl, 


SS eal 


Mr. Anson-Cartwright: I don't dispute that. But you are 





saying we fall squarely within four points, and I just don't see that. 


eee 


e0o 
)) does the lessee have the rightyto acquire the property atYless than 





probable fair market valud tat falls withtn,“%e have a sale here 
at $1, 


Mr. Genest: But we don't. We don't have a sale at $1. We 





have an automatic reversion of the building to Hydro, plus a clause 
t/ 
that 6128 them Gn top of that we'll give you a conveyance for $17 


Mr. Deans; No, but it doesn't say sale'! it says''to acquire 





the property | They are obviously going to acquire the property. 
Mr. Genest: No the property reverts automatically without 
any Ac at is what the agreement says. 


Mr. Walker: I think Mr. Deans is agreeing with you. 


—_—— ee 
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Mr. Bullbrook: No, that isn't what the agreement is saying 





it says "and". The agreement says "and". ert read the agreement .— 
both things had to be done. 
Mr. Genest: But you don't need the $1 in the conveyance. 
Mr. Anson-Cartwright: My point is that there is ownership 
by the developer at a particular time, and thepwnership passes to 
the lessee for & nominal or no ep ail at the lies ate you 
want to make that point. But t ‘wee the intent of that particulars, 
I'm regiterating SO many times éammg but the intent of that particular 
factor was to avoid the situation where somebody mek claimed 
capital cost allowances, it reverted to somebody else for $1, and the 
eta! coal d sell it for a capital gain and have no recapture of 
depreciation Nee other worne 8 double deduction. There is no 
instance here of a double deduction of rent and capital cost allowane 
Sia, 


Mr. Deans: You're not telling us what it says, you are 





telling us how we should interpret it knowing the background. 


Mr. Anson-Cartwright: I say we fall under that. 


cease enneeneneneeeneeneeennemneeneneeemeenmmenenmmmenneene et 


Mr. Deans: I just want to understand that what you are 





saying to us is that we should interpret it, if we were going to 
interpret it, with the background that you have provided as to 
whatvaes intended to cover. 

Mr. Anson-Cartwright: No, not with the background that I 
have provided, but with the example in the bulletin, if I could just 
show you that. 

I wonder if somebody could help me find that particular... 

Mr. McCallum: Are you talking about number 2? 

Mr. Anson-Cartwright: No, I'm talking about,.. 

———_—__ 

f Mr. Deans: You are saying that the other ae 
APR gon se €@ property is rentedon terms that call for the title to 
pass to the lessee at no additional cost.., 


Mr. Anson~-Cartwright: Yes, the department's principal 





interest.=,paragraph 2, on page 2; now that paragraph in my view 


has quite a bearing on factor 2. It says¢ 


"The Department's principal interest is to see that 


Significant sums paid for the purdasse of property are not —~ 
| 
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(Mr. Anson-Cartwright ) 

flee charged against income as rent." Well, Hydro has rent 
but it doesn't affect the tax position of Hydro anyway, because 
Hydro is a NEW FREPAT ENG: entity. 

"Of which no recapture can be made from the lessee 
who ,exercises his option and then seils the property at a 
price which reimburses him for all or part of the rent." 

Now, that particular clause, in my view, bears 
on the factor in (2), that I admit, quite clearly, that we fall 
under that item. 

"(3) Where theproperty was acquired by the lessor 
to meet the special needs of the lessee and will probably be 
usable for that purpose by the lessee only." 

I don't think we fit into that category. I think 
that you have got a building that is available to any - not 
any tenant - but most tenants. Now, so far, we have gone down 
tonGadrOndedegen 6 de 

Mr. Walker: Trt could be a debatable one. 

Mr. Deans: I doubt it. 

Mr. Walker: It could be that that, . . 

Mr. Anson-Cartwright: Well, they are all debatable. 
That's why we are discussing this thing But I am saying that the 
department has to justify its position, not only assess, but 
make it stand up, gpd All of my aise 0Cine assessed on 
&@ regular basis for gg@pieivarious items and it is a question 
of judgement as to whether the assessment sgtemedwill succeed. 

"(4) Does the term of the lease correspondg 
substantially to the estimated useful life of the property 
with the lessee ffMPobligated to pay costs such as taxes, 
insurance .. ." and note this ". .. and maintenance which 
are usually considered incidental to ownership(" 

"The lessee obligated" - they are talking here 
about a net-net lease. That is what that item Ay 4) is about. 
And as you well know, the maintenance is being borne by who - 


the lessor, not the lessee. 


September 14th, 1973. 
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So we don't qualify fn that item (4) 

"(5) Has the lessee guaranteed the obligations 
of the lessor with respect to the property leased /" 

I would say we don't fall under that section. 

Mr. Walker: I excluded those two in my initial - 
those two. 

Mr. Anson-Cartwright: Item (6) 

ep Ga 5 fe 

Mr. Deans: N@comeg pretty damn close 

Mr. Anson-Cartwright: "Is some peigportion of the 
periodicg rental payments specifically designated as interest 
or readily recognizable as the equivalent of interest?" 

In the lease agreement per se, there is no comment 
about the interest factor being included in the rental payment, 
Qari I might say that in that particular area, the department 
is really trying to say, "Is the rent a fair market rental?" 
In other words, if you have got a rent of $20 a X¢sle@Sdsquare 
foot when, in the market place, it's really $6, then they 
want to know the reason for the increased rental ead I think 
there has been testimony to the effect that the $4.84 per square 
foot is a fair market rental and I think the department would , .,. 

Mr. Genest: The whole idea Sp that Hydro would 
get something cheaper than the fair market rents it's 
paying downtown, 


Mr. Anson-Cartwright: All right cheaper then - that's 
= ——— ? 





even better. That improves my argument. That improves my 
argument I would say. 


Mr. Walker: Just continuing then, this list, of 





course, is not exhaustive and there are other factors, or died 
could be other factors which may bring it within the "sale 
provision." 

Mr. Anson-Cartwright: From the legal viewpoint, as 


I understand it, the department has to say tapthat the developer 


or the lessor does not own the property, does not have title 


= 


rye 
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(Mr. Anson-Cartwright ) 
TOE ERBEtO the property or does not - has not acquired 
the property for tax purposes and I think that .p-<« 

Mr. Shibley: We are talking about the building 
now too. 

Mr. Anson-Cartwright: I am talking about the 
building. 

Mr. Shibley: Yes. Not the land. 


Mr. Anson-Cartwright: Not the land. I recognize 





there is a ground lease. I think Canada Square's position would 
be y that they actually have zs. 

Mr. Shibley: s#éxOwnership. 

Mr. Anson-Cartwright: 2... ownership of the 
property. 

Mr. Shibley: Of the building. 

Mr. Anson-Cartwright: Of the building - pardon me, 


of the building. I am talking about depreciable capital property 


in my terms. 





2637 - 1 follows 
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Mr, Walker$ Well, just passing from that for a 
moment. The capital costing if it were available, capital 
cost nalanp i edged ee ahh be available to every developery we 
agreed this morning, and in view of the remarks earlier, I 
think it would be —what is it? This was set up as one com- 
pany doing one job... 

Mr. Genest: Single-purpose company. 

Mr. Walker: oo> Single-purpose company, there 
would be nothing else against which to write the ... 

Mr. Anson-Cartwright: Capital cost allowances? 


Mr. Walker 2a _-fieht here? 
ee 


Mr. Anson-Cartwright: I recognize that. That's 





‘onthe sc hedules. There is no additional income. 

Mr. Walker: So precisely the same thing was 
available, if it were available, would be available to Y and R, 
Eliis-Don, Canada Square and Horizon? 

Mr. Anson-CArtwright: That's right. 

Mr. Deans: You questioned Ellis—Don, 

Mr. Anson-Cartwright: I questioned Ellis-Don, 
that's right, but they might have had -- they might have 
set up a special purpose development company, the sane oyyLed, 


Mr, Walker: You presume they would? 





Mr. Anson-Cartwright: Yes, presumably they would. 





I don't know their position but I am just trying to differentiat 
a contractor and a developer. All of the developers would have 
been in the same ... 


Mr, Walker: Precisely the same boat, 





Mr. Anson-Cartwright: ... position, whether it is... 
desniesitesialiapinetaentibiai a ae eS. 


Mr, Walker: Okay. Now ... 





Mr, Anson-Cartwright: ... and the other developers , 


whose calculations I Saw » took the position that they could 
have claimed capital cost allowance, 
Mr. Walker: Now, with respect to the capital costing, 
eee 


I rather gather that no-one B& could give us a guarantee to us 


today in view of the debate that has ensued that capital costing 


H-2637-2 Sep 14, 1973 
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(Mr. Walker) 
would be are oe the same token no-one could give a 
definitive answer and say that capital costing wouldn't be 
available. So there is gp doubt in your mind. You wouldn't 
be prepared to give your guarantee .... 
Mr. Anson-C&rtwright: My @mguarantee would not 


be worth too much ... 


Mr. Genest: Something lawyers and accountants 





never do” 

Mr. Deans: But it is fair to say that you have 
given an opinion that you do believe that its more probable 
than not probable? 

Mr. Anson-Cartwright: Yes, I think that is right. 


MR, Bullbrook: That opinion is substantiated by 





the fact that each developer, in rendering his proposal took 
into consideration in costing his proposal the fact that he 
would be entitled to capital cost allowance. I don't know 
whether Mr. Genest wants to comment on that because I find 
that -- Br rh have got the balance of evidence here 
and its opinion .... 

Mr. Genest: You've got it all. S—% I'il argue 
with you chat contanceadfebttentas policy you are not going 
to get it without a fight. 


Mr. Bullbrook: I realize that and that goes without 





pro tearhS 
saying. I think the department wou Oing less than their 
duty in connection with an amount& like this. 
(. ae presumed +o ) 
Mr. : something about 


those tax laws and how they want to administer them. 

Mr, Bullbrook: But, Mr. Genest, may I put it to you 
quite bluntly and directly. What concerns me is, I don't know 
whether I subscribe entirely ‘topitrshenwi ck says, but I think 
we are going to = ake @iemmcaps into consideration, Mr. 
Chairman, this question of capital cost allowance. May I say 


this, what concerns me with respect to the commission, is this — 


and the analysis made by 4 Hydro bu have got @da these 
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(Mr. Bullbrook) 

proposals all being submitted on the basis of capitalpost 
allowance being available.and the only thing you have to 
contradict that pasit that 4s also supported to some extent 
by internal memoranda of Hydro and the only thing we have 

is the advice of counsel that it wont be. 

a aiotwo things. 
Mr. Bullbrook: No? Well, help me. 


Mr. Genest: There are two 2 r. Bullbrook... 


Mr. Genest: Now, you see ther 


Mr. Bullbrook: By the way, I realize the eminence 





of counsel, believe me, in that connection. If you can see 





the problem 
Mr. Genest: You see, there are two ways to look 

at this, with respect to Mr, Anson-Cartwright.who I think 

believes that you go beyond it, but then thats the problem 

posed by Mr. Renwick. My suggestion, on behalf of Hydro, is Mout 

when you call for proposals, you know that each developer 

has a @ifferent tax position peculiar to\eeséit and you 

assume, as Mr. Zwig says, that he gives it his best shot, 

the rental rate he quotes reflects his own fkmeEnk peculiar 


tax advantages, You can see, for instance, Mr. Tatham's 


evidence, that he was willing to pay less to get less money 


H-2638 fellows 
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Mr. Genest) 








an Sec S +ST4 a atham eeese ab: ne AS ' nN 


; ~ : , 
’ wits d 
Oo pay less , “maar get less money aa get the Hydro into the 
Eaton Centre. Now, that mum reflects his own peculiar position, 
e submission I make is that Sim one way of looking at it is that 
| they 've done that. When you get the proposal -«—- 


Mr. Bullbrook: You presume that they have given £« 





ltheir best shot. 


Mr. Genest: Just like when you call for tenders. You 





presume the low tenderer, every tenderer has given it his best shot, 


chise | 
and you don't go back and you don't try and eaaampaie ther down ,@& 


’ 
Mr. Bullbrook: So there really ww no room for 





substantive negotiationg there, 
! 


| Mr. Genest: And Mr. MBB Renwick has pointed out the 


problem that you are in a hybrid here, emi, {t is something I want to deal 


jwith in my submission but there's no clear answer. 


| 


as 
| Mr. Chairman: Gentlemen, Mr. Glen Hodgson‘ on the 


eel 


to list before Mr. Bullbrook. 


Mr. Bullbrook: Oh, I am sorry. 





| Mr. Chairman: Well, that's all right. 





| Mr. R. G. Hodgson: Mr. Anson-Cartwright, a single-purpose 
in mis et 
tinted hentig this is something I can't quite understamtty Just because 


Cou any 
jthat single. purpose, prases out and if they have a tax position, that is 
Saleable or amalgable with another company, if I understand right, and 
aS an asset then, their tax position. 


Mr. Anson-Cartwright: I don't think that that would be 





| 
quite right. I think that the terminal loss at the end of the year 
| 


@ould oniy be used by Canada Square/ iim tea, by the developer, by 
injecting into that company additional income. There are restrictions 
| if I could put it in the vernacularsst e sale of loss companies. 
If there is a change in the business or if the same business is not 
pi ried on, thm then there will be,-, pardon me, is it or’ or“and’—, 
a change in ownership, then the same business has to be carried on. 
#f there is no change in cuinth ce any type of income can be 


absorbed by the loss carried forward. So that your idea of trading 
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(Mr. Anson-Cartwright ) 


in loss companies is not re 


Mr. Genest: They plugged that a few years ago. 
ible é 
Mr. Yes, but they could build another 


building. 
ge os Hodason: 
Mr. Yes, they can build another 


building and the revenues # from that — 
ZAnsonCoar tWright ¢ 
Mr. Etoemeomeemas> They could build another building 
wotabninetee intake 


with the -e/yds — 
f R.e. pitodssou: 


Eo kewor ee 






Mr. 





But it isn't a total loss as 
to an asset. 
Mr. Anson-Cartwright: No, there is.=if you want to 


put it,,it's a contingent asset. 


Mr. Chairman: Now, Mr. Hodgson, are you through? 





Mr. Allan. 


Mr. Allan: Well, I just had one little question to 


~ 





ask to straighten me out. To come back to that matter of paying 
$5.4 million for the value that you mentioned, am I right in assuming 
that the most I could hope to realize at the end of the 30 years 


and over that period was $17,500,000 if I invested jm it? 


Mr. Anson-Cartwright: That's right. 
Mr. Allan: Because it seems to me that you couldn't look 





upon that as any kind of a sound investment because $5 million, as you 
say, doubles itself in nine years, particularly if you are not paying 


any tax, and in 18 years you would have p=, 


at 





Mr. Anson-Cartwright: Excuse me, that is on an after- 
tax basis. You see, you R® are really talking about j= this is on 


an after-tax projection, Mr. Allan. 


Mr. Allan: This is on the after-tax -- 








Mr. Anson-Cartwright: After-tax basis and therefore it's 
d 
four per cent. 


Mr. Allan: But if I bought this, if I took the place of 





Canada Square, wouldn't I be in a position that I could benefit from the 


capital allowance? 


Mr. Anson-Cartwright: No, listen, I think your point is 


—_—— OOOO Millio 
that if you had a sale, you would have $5.4 Jin profits. That's the 


H-2638-3 Sept. 14/73 
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Bam equation of pm 


Mr. Allan: No, I am thinking about the person who 





Mr. Anson-Cartwright: Rx Buys which? The company? 


SS nnn 


Mr. Allan: Yes. 


Mr. Anson-Cartwright: Well -- 


Mr. Allan: Buys that company and supposedly those 








assets. 


Mr. Anson-Cartwright: All right. That income stream, 





$5,400,000 invested at eight per cent before tax -- 


Mr. Allan: But I shouldn't have tax, should I? 





Mr. Anson-Cartwright: Oh, sure. If you are just having 
that + now, you are talking about -— 
Mr. Allan: I am taking the place of Canada Square» 
in the operation of the building. 
Mr. Anson-Cartwright: If you are purchasing Canada 


Square, at the end of the term you will have accumulated 


$37-5500-000forwhieh—yeu—are gOINe tO painnenmn.., 


(H-2639 to follow) 
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~ Sc ahah — me 
as a a ae nn mmc a SS 2 


profits of $17.5 million for which you are going to pay@™®& $5.4 
million. 

Mr. Allan: See to work it backwards, I'm trying to 
indicate that it doesn't seem to me that something that is 
roing to be $17.5 million in 30 years is worth $5.4 million 
today. 

Mr. Anson-Cartwright: I'll tell you why that is, and 
I thinké the only reason that yourtene to that comclusion is 
Pap Aaan curtis at eight per cent. But you should be GiiymagmE 
compounding, as I say in these calculations, on an after-tax 
basis which is four percent, and $5 million invested at four 
per cent on an after-tax basis will come to about $17.5 million. 
That is Be eae ado a calculation is. 

Mr, Allan: To put it another way,the @ $5 million/that 
# is the assets that Canada Square have in this, and they 
shouldn't be paying taxes... 

Mr. Anson-Cartwright: That's right. 

Mr. Allan: They shouldn't be paying any income taxes. 
We've just been talking about that and we've decided that they 
shouldn't. 


Mr. Anson-Cartwright : You neeyan their cash-flow they 





do pay income taxes as reflected in the last 15 years or so. 
They have very substantial income taxes. For which I have... 
Mr. Allan: It probably works out. I'm not going to 
attempt to buy it. I'm not thinking of that. But I couldn't 
really settle in my etme mind why that $5 million wasn't agabs 


worth a lot more than $17 million at the end of 30 years. 
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Mr. Anson-Cartwright: Well turn to exhibit ... 
) 

Mr. Allan: No, I wont go through it. No, I'll get 
shot if I don't shut up. The Chairman is very mean to me. 

Mr. Chairman: I thoughtlyou were going to zo gto 

Could 

Fauitable Life and see whether youyget a 100 per cent loan 
on it and buy it. 
Mr. Bullbrook: He's @ggm going to company X. 


Mr. Chairman: Mr. Genest. 


yee eX... 


Mr.Genest: Mr.Chairman.... 





Mr.&Chairman: I said I would give you a chance 
to clean up. I know some of the committee members have left 
but to be on the record. 

Mr, Genest: I just have a couple of questions because 
I know we are all getting tired. Mr. pinson-Cartwright,I ve 
rorgoty thie exhibit number of this, but the Hydro estimated 
eash flow of Canada Squares you referred to it in your evidence. 
Do you agree with this as a proper and fair representation of 
what it purports to show? Have you seen it? 

Mr. Anson-Cartwright: Yes. 

Mr. Genest: Is there any concept that you disagree with, 
or do you think that presents an unfair improper picture? 

Mr. Chairman: What is the exhibit number on that Mr. 
Genest? 

Mr. Genest: 236. 
Mr. Shibleys 236, 


Mr. Genest: Do you agree with me that the profits 
to be earned by Canada Square mM are extremely sensitive to the 
revenue rectived from the commercial areas? 


Mr .Anson-Cartwright: Yes, 





Mr.. Genest: And that Mr. Moog is taking a substantial 
ent 
risk in that respeat? 


Mp. Anson-Cartwright: I'm not saying that I agree with 





that. In this exhibit 236, the first three assumptions are that 


Vv: Anise — (ay 
en PETIT 
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there is no commercial rent, at there is the ground floor 
leased only at ssVonis 4s over the term of 30 owarendend a 
think that the first four propositions are not reasonable. 

Mr. Genest: When you say that, do you have regard 
for the evidence of Mr. Tatham who Mr. Shibley described as 
a paragon amongst witnesses, who \gueee-tihwilling to really 
take a risk on commercial areag, and who gave it as his view 
that the prospects of making a successful venture in the 
commercial area were very aim? 

Mr. Anson-Cartwright: I don't think ‘ig that's 
my position to take. 

Mr. Genest: Is that not a fair einen 

Mr. Shibley: I should be jumping uffand down right 
now and saying "MR. Genest, that's not what the man said”. 

Mr. Deans; I've got a feeling this is deteriorating. 

Mr. Genest: YOu know it probably is, I think whatever 
questions I'm asking are going to be lost. The last question 
I have is, is there anyeapee’ you @ can give a ballpark estimate, 
or has that been siociclriA “the difference in the present 
Jaiue Gh the Canada Square profits on the w assumption that 
capital cost allowance is not avatlate? 

Mr, Anson-Cartwright: I've been asked and I just Py pa 


VY Oe Lak WANK) 4 
eoid-nogeme Well ,1 éould compute it but I don't have the 


HAT? 






Mr, Genest: That is the figure we were going to give 
you Monday morning but you decided you didn't want it. 

Mr. Walker: He has asked for a ballpark. jeshe 
dee petda gata tiparcynees bil ? 

Mr. Anson-Cartwright: I just don't think that that's 
the type of thing that an expert witness should be doing. 

Mr. Chairman: You used kpeballpark figure POMTEP IT 


a 
Ht tt 


Mr . Walker_and that's what he said Paibe“tog. 


> - _ 


= re 
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Mr. Walker: That may be the last ms AN tony 
Mr. Bullbrook: It is important to Mr. Genest, and 
you make a valid point, we are all getting a little edgy to 
go home, but I don't want you t o end UP .eos 
Mr, Genest; That's right, bu wor 
Mr. Bullbrook: Well all right, this is important... 





H 2640 to follow 
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\ 
Mr. Chairman: I'm listening to you, Mr.Genest. 


ok Ao ae 
Mr, Bullbrook: 4Sqaimipec=eemiede— T am responsible too, 





because TI just fot La LSU: I would like to go home, but 
that's unfair to you. You people have been sitting here for 
14 weeks, and it is very important that we, as members, listen 
and you take Gow your time asking the questions. Right? It 
is very important. 

Mr. Chairman: That is quite right. 

Mr. Genest: Well, thre is one more point that I want 
to make and it is following up on Mr. Allan. I wasn't happy with 
erbettar 

where we were left, I didn't knowrwe followed it up, And that 
is the discount rate , Repsenes sh ou have eight per cent, which 
you are, wear re artive at a present value ,which I take is an 
eativalent to what you ret on a fovernment bond » nowadays, and 
I am puzzled why you use@, having regard to the risk ee 
involved, why you useg such a rate in arriving at present value. 
Should it not be considerably hirher? 

Mr. Anson-Cartwright: If you can borrow money on the 
security of this particular transaction at eisht per cent, I 
assumed that you could use with equal validity a present value 
rate of eipht per cent. 

Mr. Genest: I don't buy that, Mr. Anson-Cartwricht. 
The money borrowed is on the strength BPVSEAE holon hich water 
tsckomediax failsafe comenant by Hydro to pay $3.24 direftly to the 
Prudential no matter what Canada Square does, and the risks involved 
in Canada Sauare's Aine GANGS PacetRe he maintenance, and so on, 
ai are not present in that. Don't you agree with that? 

Mr. Anson-Cartwright: I think you also have to take into 


sensi ieaaonalabansthaliseeeeiedinsaoessiiomsionsi 5. 
account in that regard, the investment that is at risk. You say it | 
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| a single-purpvose corporation, itpnly has the one transaction in it, 
se you are talking about risk related to investment, it would 
seem to me. 

Mr. Genest: Well, no, it has to build a building. 

It is moing to start out in November of 1972 with a flat piece 
of ground. 

Mr. Anson-Cartwrirht: I have recognized the risk in 
construction costs at the inception. You are talking about a 
discounted cash flow and the rate of interest to be used there. 

I think that the eight per cent is logical #egm@ in this particular 
case. 

Mr. Genest: Would you not agree that even just isnoring 
all the risk factors that I have mentioned, pay st take the 
w® risk aterar srnas you won't get your capital cost allowance, 
sed that is a matter of uncertainty, I think you put it that 
WAY» Qhould not that affect your discount gate? 

Mr. Anson-Cartwright: I think I have indicated to you the 
reason that I used the eimht ner cent discount rate. 


Mr. Genest: That is not answering my question. 


tent: 
Mr. Lae aiaimahies alt Tee sorry. Woudd you repeat 


5 
the question ple@ie_— df 
Mr. Chairman: Remember these auestiéns are comin tees. 


Mr. Genest: Should not the undertainty relating to your 





rieht to claim capital cost allowance be feflected in the discount 
rate? 

Mr. Anson-Cartwrirpht: Yes, it should. 

a tease ives otha tes sn ine At 


Mr. Genest: Can I put it to you that eirht per cent doesn't 





reflect that? 

Mr. R. G. Hodgson: But that presumes that the other side 
of the cotnias. sis 

Mr. Genest: Could I have an answer to my question, please, 
Mr. Chairman? 

Mr. Anson-Cartwright: I think that the eisht per cent 


factor is a reasonable factor in all the circumstances. 
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Mr. Chairman: Mr. Hodgson, you had a comment to make? 
ie 


Mr. Genest: Thats not an answer. 


RG. ae 
MYlyHodgeson: But that presumes that Hydro has a benefit 


the other way too, if it doesn't. 


Sens 
Mr. Deans: Sex In the Legislature that would be considers 





an answer. 
Mr. Genest: With respect, Mr. Chairman,I don't believe 
I have had an answer. 
Mr. Chairman: Could we have your..... 


irc SER Re Rnb da 


Mr. Genest: Is that the best one I can ret? 





Mr. Chairman: Could we have your answer again? 





Mr. Anson-Cartwright: Could we have the question again? 
You we saying, Bia I take into consideration all the risk factors?’ 

Mr. Genest: No, no, I put it to you that ‘ad the 

oe ea I to 
uncertainty to which you have testified this afternoon as-the 
ability to obtain captital cost allowance, is not reflected in an 


eight per cent discount rate. You don't understand the question? 





(Tape H-2641 follows) 
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(Mr. Genest} 
My point is this, ae if you are not sure, your calculations of that 
$17 million ie based on your ability to abtain capital cost allowance 
with all that that entails, having regard to the uncertainty of 
being able to obtain those benefits, is not the 8 per cent discount 
rate you have applied to arrive at a present value insufficient? 
Is that not clear? 

Mr. Chairman: No, it is not clear to me. It may be clear 
to Mr. Anson-Cartwright. -Is it clear Mr. Deans? 

eet LY ah Tees t 

r. Deans: Yes, it is. 

Mr. Anson-Cartwright: I think what you are asking me, does 


7 


8 per cent take into consideration all of the risks. I think it is 
a reasonable rate of interest. I have no further comment. 

Mr. Chairman: Taking into account all the risks? 

Mr. Anson-Cartwright: Taking into accownt all the risks. 

Mr. Genest: And it is the same as a government bond. 

Mr. Chairman: Now, Mr. Hodgson, coming back to the 
interjection that you wished to make. 

Mr. R.G. Hodgson: I think the other side of the coin on 
that one is that Hydro did not take advantage like they did on 
some of the other clauses in their agreement, that if the thing 
is collected some time in the future that they hame fot some 
benefit, and they didn't negotiate that. 

Mr. Chairman: Well that was the point that I was trying 
to make some time ago, that certainly it is an uncertain factor, but 
I am not sa sure that Hydro took this into account anywhere in 
their 
a on negotiations. However, Mr. Ggnest. 

Mr.Genest: Mr. Chairman, that's in the facg of Mr. MeCallum's 
evidence? That's not very flattering. 

Mr. Chairman: I'm not suggesting that.... this was before 
Mr. McCallum came into the picture. 

Mr. Shibley: Mr. Anson-Cartwright, you by examination of 
the files of the various developers, ascertained from the 
material whether the developers were contemplating a claim for 


capital costg allowance when they worked up their submissions to 


Hydro. Is that correct? 
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Mr. Anson-Cartwright: Yes. 

Mr. Shibley: And among the material in the file, for 
example of Ellis-Don was there a computer runofff of capital cost 
allowance? Is that wWttrmn Gorrect? 

Mr. Anson-Cartwright: Yes. 

Mr. Shibley: And is that what you have in front of you 
there? 

Mr. Anson-Cartwright: Yes. 

Mr. Shibley: And from your analysis of their computer 
runoff, was that developer anticipating a profit based on taking 
capital cost allowance? 

Mr. Anson-Cartwright: Yes. 

Mr. Shibley: I believe that was done by 

ets ony 10 believe 

Mr. Anson-Cartwright: I ke it was done by Ellis-Don's 
auditors. 

Mr. Shibley: Who are Clarkson Gordon? 

Mr. Anson-Cartwright: Yes, I believe so, but I'm not that 
positive on that score. 

Mr. Shibley: Did you take off figures from that computer 
run off to ascertain what Ellis-Don. were anticipating as profits 
on their submission? 

Mr. Anson-Cartwright: I did an analysis... I tried to 
Summarize it. Just one moment... 

Mr. Genest: W@1ll now, Mr. Chairman, this is something I 
have had no notice of. We took a lot of trouble to get Mr. Shibley 
to give us advance notice which we got sort of last night at six 
o'clock as to what Mr. Anson-Cartwright would say, SO we would be 
in a position to reply to it. You are putting me in a position of 

unkh 
saying I want an adJ ourniént Se Monday so I can study it. I am 
not prepared to deal with ay. Etlis-—Don figures. Whe IF 

Te Ballbaca Myer t ames =P a oA 1 Monod Sone deck ie oink thal 
is starting to loom aes in the evidence of today as to BRESROE in 
dealing with the developers in January @f 1972, in July of 1972 the 
developers posture was one of taking capital costs allowance, makin 
measure of profits based thereon, and whether Hydro should have 


taken better advantage of it. And I want to ask this witness, 
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(Mr. Shibley) 
having regard for the data that was right in the Ellis-Don proposal, 
what were the figures that they were working to in terms of their 
profits on this transaction? 

Mr. Chairman: How will Mr. Anson-Cartwright know these 
figures of Comtenty ? 

Mr. Shibley: He has got the computer run off from the 
Bllis-Don file and he has made calculations from them, Ww Chanting 
fs 


Mr. Chairman: | at was in evidence, what bie ae ir 

Mr, Shibley: I didn't put the computer Qieetke off cals ) 
If I have to prove a formulag I can. I am presuming, surely, that 
I'm not going to be put to that. 

Mr. Chairman: fell I meant the evidence that the computer 
runoff was made from. 

Mr. Genest: I don't want to be difficult. How reliable 
is the computer runoff? Do you know that? 

Mr. Shibley: It 1s as bepi sabre as Clarkson Gopndon having 
taken if off. 

Mr. Genest: Well) how do we know that? I didn't hear 
anybody say Caarkson Gprdon took it off 


Mr. Finlayson: Anything Ellis-Don puts into a computer 





I think ought to be taken with a great deal of suspicion. 


H-2642-1 follows 


September 14, 19 
6:40 - 6:45 p.m. 
H-2642-1 B.G. 


{M»p+-Genest} 





Mr. Chairman: Well, gentlemen, I don't think there is 


Ye j 
going to be much paihey pursuing this. The hour is late. ARe you 


content, Mr. Genest, that we're not cutting you off? . 
Merry Finlayson: Say "yes". 


Mr. Genést: I've got a coach here. 





Mr. Chairman: Well, he represents different interests 
than you do llr. Genest. 

Mr. Genest: You know there is one thing that is botherin 

oo 
me. I think the arithmetic is mpeme right, but I just want to 
clear it up with Mr. Anson-Cartwright, and that's the go to page q 
6 of the report. Page 6, no, I'm sorry, it's not page 6. Where 
the heck is it? Where do you make your assumptions on the —-oh yes, 
page 12. JUst double it, page 12. You've got--_on @ (b) you're 
assuming ,ddgges you're making some calculations of profit which I 
think show up in Schedule 1, page 21, I think, if you have both 
those things in front of you. You are assuming that the revenue 
from the upper concourse and pround floor is $6.00 per sq. ft. 
in which event the developer sees no profit from the commercial ar 
And then your second assumption is $10.00 per sq. ft., in which 
there is a profit. Then, what's troubling me, and perhaps you've 
worked it out in the arithmetic,is that in your first column on 
Schedule 1 you are taking $4.92, which ig Fp: of proposal rent, 
instead of $4.84, which reflects, you know, what the lease says 


you are going to get. 


Mr. Allan: But that's not a realistic figure. 





Mr. Genest: Oh, well, I just want to.—I want to know 


OO 


if the $10.00 there already takes up the $6.00. 
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Mr. Anson-Cartwright: No, the $4.92 in the rent per square 
foot is $4.84 pursuant to the agreement. I think Mr. Nastich could 
calculate that out. 

Mr. Genest: Well, I was just concerned that you hadn't @& 
added gin the $6.00 twice. 

Mr. Anson-Cartwright: No,# no, sir, I think that you can 
compare g@ that schedule, which is number 3, I would just like to 


prove are 


Mr. Genest: But the exhibit - 





Mr. Anson-Cartwright:—With Mr. Nastich's exhibit - 





Mr. Genest: It's pretty close, is it? j 
: 4 


Mr. Anson-Cartwright: You will see that my —=7comparable 





to his calculation 4, Mr. Genest, which is the fourth one from the left. 


Mr. Genest: Six and six. 





Mr. Anson-Cartwright: Six and six; he ends up with a q<aeee 





cash flow of $262,490. 
Mr. Genest: $263,490. 
Raa Ss 
Me. Anson-Cartwright: $263, .|. and mine is éggam $289 , Gg. 


nn anneal 


Now, that differential is partly Be@gmas because of depreciation, I 
it's 

have proven that out Apartly because of depreciation and it's partly 

because of - 


Mr. Genest: \aaae“1s Ohne 


Mr. Anson-Cartwright: Well, he is taking $3.24 per sq.ft. 


in the financing cost, Se eT is taking sort of blended 


payments of principal and interest, and my figures have a large 





amount of interest in the initial years. 

Mr. Genest: So the difference isn't substantial. My main 
concern was that you were not adding in the $6.00 twice in effect, 
because you would have a much higher effective rent for the 
commercial area. You haven't done that’ 

Mr. Anson-Cartwright : No, no, I think the cash flows are 
that close that it - 


Mr. McCAllum: ‘ir. @age Chairman, could we just ask a 





question ef about the papers that Mr. Anson-Cartwright is going to 















ra tae 14, 19 
45 p.m. 
H-2642-3 B.G. 
#Mr. MceCAllum) 
submit’ Did I understand him to say that he has worked out papers 
that indicate what the present value would be assuming that capital 
cost allowance were not granted and that a sale had been made, and 
that certain expenses could be used in the early years, and that he 
Y 2 
is going to give usYCopy of those papers which he's workedon: 
Mr. Chairman: Well, I dgeeebe didn't understand he was 
going to give it to us. 
Just Rabe 
Mr. MeCAllum: I am not sure me resolved exactly 


what it was that he had done an as going to give to us. 





Mr. Chairman: Well, that was the point I TEN Be i 
trying to make earlier with Mr. Genest, whether he wants those 


papers in or not, and 


<n ne a a as a A We = 





(Tape H~2¥4643 follows) 
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(Mr. @éyi¢d¥Chairman) 
Sa CPs re OL alm 

Mr. Genest: I would like to see them. I am going 
to be here on Monday morning to talk to you briefly. I don't 
like the idea,eMr. Chairman, of evidence going into this 
committee, which I haven't seen and haven't had a chance to 
comment on. 

Mr. Chairman: No, but I would rather not the 


SS «~£, 


evidence go in at all, ,... . 
jar. AML amc : 
Mr. Walker: I dont think it will help 
Mr. Charman: .p.+ in that sense. Now, if it has 
got to go in, then I think we open this all up again on Monday 
morning. . . .« 
Mr. Genest: I don't insist on it. 


Mr. Chairman: If you #pfwant to have a private 





chat with him, go ahead and gdo so, but I don't want evidence 
to come before us that has come (without coming in across the 
tables here. 

Mr. Genest: I agree. 

Mr. Chairman: MBC Shibley says he hasn't seen anything. 
Mr. Anson-Cartwright wouldn't even give a ballpark figure on it. 
I think he did some work on it, but has forgotten what the figures 
were. Now, if you want to have a private chat with him, go 
ahead. 

Mr. Genest: I am satisfied for the time being. 

Mr. Chairman: If you want HYthe committee to use 
it as evidence, then I think we have it formally presented and 
everybody a chance to make comment and enquiry of it. 


Mr. Genest: Well, I am not asking for that. 





Mr. Deans: For the time Mg¢édgderi being means that 
you're satisfied. 

Mr. Genest: Yes. I want to go home. 

Mr. Shibley: Well, now, let,s be clear on Pha 
because I have a feeling that all of this material is not worked © 


up and if it has to be worked up , .-. 
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(Mr. Anson-Cartwright ) 

Mr. Anson-Cartwright: It would have to be reworked 
on. 

Mr. Genest: It's a lot of work. 


Mr. Shibley: There is a lot of work involved. 


Mr. Genest: Forget it! 
Mr. Chairman; I on ae mind, at this point, 


that it's very material. Are there any other questions? 
Mr. Allan: What time do you meet Monday? 
Mr. Chairman: Ladies and gentlemen, we will be 
meeting at 10 o'clock, Mérd¥Monday morning, for summatinns 
by the counsel for nein acta Canada Square. If you have 
any preferences in the order that you would give that in ,.~ 
Mr. Genest: Mr. Finlayson and I can work that out. 
a ee 


I take it the committee is indifferent as} to who goes first. 


Mr. Chairman: If you can't work it out, I would 


call on Mr. Piniayson [bit 4f the two of you agree otherwise, 


that's up to you; but otherwise, we would hear Mr. Finlayson 
first. 

Mr. Bullbrook: May I say something. 

Mr. Chairman: Yes. 

Mr. Bullbrook: I just wanted to point out to counsel 
that I just cannot be here on Monday unfortunately and in not 
being here on Monday, I don't want you to assume that I won't 
read what you have to say and take it under consideration. 

Mr. Chairman: Now, Mr. Anson-Cartwright, you have 

23: ear er sae had 
worked hard and long on these figures. You have/quite a gruelling 
this afternnon. This is really the first occasion we have had 
any extensive examination from you~ and I apologize for that 


ase 
but it was the simples“way, I think to handle? But it has made 


? 
4t doubly difficult for you And I thank you very much on behalf 
of the committee and on behalf of all of us for your work 

on this and for your testimony here today. 


Mr. Anson-Cartwright: Thank you. 
el 
Mr, Chairman: There is no more evidence to put before 


—— nl 
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APPEARANCES . 


Committee members: . J.N. Allan 
J.E. ulilbrook 
I. Deans 
M. Gaunt 
L.C. ePRenT Aen 
: me Pe: Hodgson 
W. Hodgson 
JoP. MacBeth (Chairman) 
W. Nester 


J.A. Renwick 


G.W. Walker 


Clerk of the committee: : Paul Moore 

. | 
Committee counsel: R.E. Shibley, QC 
ABSistant to committee counsel: | : outs. DELL 


Ontario Hydro counsel: TT Pierre Genest. QC 


James McCallum, QC 


Canada Square counsel: Douglas Laidlaw, QC 
Gregory Rice 
G.D. Finlayson, QC 
James Bradshaw 
4 
Partner, Price Waterhouse & Co.: R.M. Anson-Cartwright, FC 


Assistant general manager, finance, 
Ontario Hydro: Milan Nastich 


Vice-president, finance, 
Canada Square Corp. Ltd.: W.C. Coles 


List of exhibits introduced during this sitting appears 
on the next ppge. 





INDEX TO EXHIBITS 


Exhibit Pare Description 


237 2610-1 Report to Select Committee of 
Legislature of Ontario on 
Financial Aspects of Ontario 
Hydro Head Office Building, 
September, 1973 - 
by R. M. Anson-Cartwrifht. 


238 2622-3 Interpretation Bulletin IT-17 
- July 5, 1971 - 
Department of National Revenue. 
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LEGISLATURE OF ONTARIO ) 
SELECT COMMITTEE - HYDRO HEADQUARTERS 


H - 2644 - 1] 


| 
| 
The committee met this morning at 10.11 seer in the 
members' board room. | 
Mr. Chairman: Ladies and gentlemen, I call the meeting 
to order. Mr. Genest. 
Mr. Genest: Mr.Chairman, I have been acied by Mr. 
Na stich to correct an impression that he left with the 
committee. I think he warned the committee at the time he 
gave that evidence that he wasn't certain, and that's in 
connection with a statement that Mr. Nastich made about income 
derived by Hydro from power sales to the United States. 
I think Mr. Nastich cautioned the a ae at the time 
butttial 
that this was something he would have to check, #/gim his impression 
was that the income received was in U.S. dollars. He has checked 
this and he has found out that his impression was wrong. He is 
very anxious that the committee not be misled by what he said 
the other day. The income under current Hydro contracts is, in 
fact, payable in Canadian dollars, and Mr. Nastich was anxious 
that that be made. | 
; Mr. Renwick: I take it that the range is still correct 
that he spoke about? 

Mr. Genest: Of the income figures? I believe they are. 
Here, I have the figure. The sales to the United States are 
$40 million; the profits on sales are in the range of $19 million. 
Those are the accurate figures. 

Lastly, Mr. Chaimman, I ae a last exhibit that I am 
sorry it should come at this late date but I would like to have 
it filed. Perhaps I ean -------- 

Mr. Chaimman: You yourself are entering it as evidence, 


Mr. Genest? 


Mr. Genest: We'll call it exhibit number ------- 


a. 
\: 


*. 


Sept. 17, 197 
10.121-10.15 @ 
M.F. 
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re 
Mr. Chaif@rman: Number 239 is the next exhibit. 
Mr. Genest: It says 3,874 here. We perhaps over- 


wv 
estimated the time it would, or the number && would be weet 


Mr. Chairman: I would appreciate it if you would 
distribute one to each member of the committee and the press. 
The number that you have civen “ee, Mr. Genest? 

Mr. Genest: Is 3,874, Mr. Chairman. 
Mr. Chairman: 3,874. Mr. Clerk, if you will mark 
that as such, 
Mr, Genest: Mr.Shibley won't mind me saying "let i€ be 
his epitaph". , | 
Mr. Chairman: Maybe the committee's. 


My SHLD Leys Tr aonec mind "ey alt. 


ae 


Mr. Chairman: I have offi ateris marked that ------ 
humour. 

Mr. Chairman: Now when we were here on Friday the 
Suggestion was that unless you decided between yourselves that 
Mr. Finlayson, on benalf of Canada Square, would proceed first, 
followed by Mr. Genest, and I gather that's the order you wish 

a 


to follow? Mr. Finlayson. 


Mr. Finlayson: Yes, we volunteered me, Mr. Chairman. 


I have most of this reduced to writing, Mr. Chairman. I would 
ask the Clerk if he would distribute thts to the members of the 


committee. 
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ee. ae 
"od 
' Mr, Chairman, now that that's been distributed, I'd? .aaaM 


‘ 
“y % 






















ust like to read it, then I have some supplementary remarks .t6,- 3% 


cw. eprae 
hearing th ee 
As today is the 50th/date of this overly long preveedtg 


“aN 









my 


4 o 
a! - 


> 


Ce ae 
ie might be appropriate to remind the committee as to the reason.4 
the <x Legislature ordering the inquiry. It was certainly nev 
| Be a 
intended that this length of time be spent inquiring into the: 4 


[ 
Merits of a commercial transaction. 





The inquiry was caused by the compayLint of a disgr 
Bompetitor of Canada Square coupled with the later statement=. 


reported in the press that the compajl ner had been told by -"s 





or to the Ontario cabinet and high up in the Progressive oc" 


onservative Party" to #€ "keep his mouth shut or he would nev Ae 





pet another government job." 















Without in any way attempting to persuade this comm4 
as to what judgement it should arrive at on that issue, it is. 
uite clear that the issue revolves solely around the conduct @ 

#llis-Don and in no way touches Canada Square or any of er ne 
| rincipals or officers. Se ae 


# The person who complained was Donald Smith, thé" ethag 


resident of Fllis-Don, who seems to have thought that since -He 


he job, it follows as a matter of course that the successful 


iscloses that Donald Smith made the complaint; he called upen 

: CERES 3 
ohn Cronyn, a director of his company, to carry it forward ;. Ae 
neourared the Globe and Mail to keep the story alive by r ott: a 


ee 
he alleged ‘threat", and when he and others connected with Bybee 





SS SO YOM, #2 


ee ae 
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(Mr. Finlayson) 












John Cronyn. 





oP rae S° 
lear 


yrs 
I only mention the above to make 41 bc 
A 


de 3 


which prompted the inquiry is entirely unrelate 


es 


and its attempts to get the contract. 


There is not a scintilla of ovsaapig tht 

if anaes 

to use his friendship with Premier Davis for an smroer 9 ‘purpose. 
ah 





Having said all that, 





Ma 





















activities because I was not present as oe 
of the hearing which dealt 
Hydro mammar commissioners 


was 


| 


1. Canada 


2. Canada 
assume all significant risks. . 

3. Canada Square has designed and is budding tt 
bullding. 

The first point: Canada Square evoly 

that suited Hydro's ae 


sonmittee to inquire ; 
ear = 


= te 4 . 
into the extent, if any, that Canada squaie: mek ad the "inside ; 


track" in bidding for this job, it is perhaps useful ‘ to. vealize 
tat the difficulty, botkreal and pevehologtealy. that th 

Roa Re ak coe 
ah ee ghee Be * 


Ste 
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velopers were under, stems from the fact that it was Canada 

uare who @ had m developed the concept of a lease-purchase with 

e OISE building, and this was a concept which, to that point in 

ime, was unusual and is still undesirable to most developers. 

The traditional concept of the developer had been to 
eal with a prime tenant whose mmm covenant on the lease would be 


sed to finance the project, but at the end of the term of the 


ease SU Pete eS 


(Tape H-2646 follows) 
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ownership of the land and building remained with the deveicper. 
The profit,to the developer was largely in the residual value cA 
band avd Avilding. 

The concept that the @ tenant was to obtain a conveyance 
of the property at the end of a term for a nominal price 7am was 
a concept which was attractive to Ontario Hydro. In the first 
place, it already owned the land and wished to develop it in 
conjunction with its engineering building and parking garage. It 
did not wish to raise its own funds in the capital market because 
of its projected borrowings for needed generation for its growing 
energy market. 

The Canada Square concept allowed Hydro to develop its 
own land, to avoid its own bond issue, to have the use and 
enjoyment of the building at a rental that was less per square foot 
than it was already paying, and to end up with land and building 
in 30 years' time that was unencumbered and yet still had a useful 
life of another 30 years. 

Canada Square was theinnovator. Its competitors were forced 
to bend their traditional methods to match a concept they have 
little enthusiasm for. To this extent it can be said that they 
were always bidding against Canada Square. 


2, Canada Square demonstrated from the outset its willingness to 
assume all significant risks. 

Canada Sauare's philosophy was expressed in Moog's evidence; 
"If all obstacles first have to be overcome, nothing will ever be 
accomplished." This way of thinking and acting coupled with past 
results and ingenious amgeae approaches in financing, construction 
and management, soon impressed me Candy. 

This positive and aggressive behaviour in conjunction with 
inventive patents, creativity, and complete immersion in one single 
project at a time--the creation of a piece of art, rather than a 


mass-produced product--was exactly what Hydro needed and wanted. 


This same positive and aggressive behaviour also contributed 


H 2646-2 Sept. 17/73 
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to some confusion in the@evidence when Candy's memoranda as to 
discussions with Moog were compared with the facts that existed at 
the time in question. These fall into two @ areas: 
A) Financing 

Mr. Moog had assured Candy from the outset that the risk of 
obtaining financing at a reasonable rate was entirely his. He 
insisted that he had the connections and resources to accomplish 
this, and in order to maintain his credibility with Candy, he told 
about his methods with respect to other projects and speculated 
as to his possible methods concerning this one. 

He asserted that he could get money in Switzerland. He 
asserted that he could get it in the United States. He explained 
how he could use a combination of both sources. In fact he did 
explore all the markets that he speculated about and even suggested 
to the Equitable a combination of Swiss and American money. 

In the end he succeeded in what he set out to do and 
obtained a firm commitment from the Prudential on Begm@e December 12, 
1972 to get the money at eight per cent. 

At least one member of this committee has expressed the 
thought that he could accept an overstatement by a salesman in 
attempting to obtain a job, but in the last analysis he would expect 
him to be accurate before the contract was signed. In assessing 
this remark the committee should consider the following facts: 

4) Candy was an architect, not a financial man, and Moog at no 
time on agpemaes anyone's evidence specified the precise 
source of his funds. 

4i) When Moog was negotiating with Houser and McCallum, he 

aaa refused point blank to tell g them his source of funds, 
despite being pressed to do so. 

4ii) Hydro was content to have Candy act as the intermediary in 

all but the very latest stages of negotiations, and one can 
only assume that were they really interested in knowing 
details of Canada Square's proposed financing, they would 


have sent one of their own financial men, such as Milan 
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iv) In fact Hydro was content tote at 


ed 
as to what Canada Square's seb fenetne would be and 


1f Soy Pe 


coneluded from its own sources that 


ara. S 
“Sh 





8 own internal ane 











for him to get it at less than | 
v) McCallum stated flatly that | 


had Swiss money available tote 








vi) Even at the very end, the ady emich Hydro retained, 
SSO TN: My 
namely McCallum and Houser, Bitty 
Gee, 


ne 















not over a 30-year term at Aue 


i 


Hydro was prepared to leave ; 


risk--to Canada Square. The contrac! 


Was ay 


eight per cent to 8-3/8 per cent rales fanancine, but Moog had 





iad 


one thing in his favour, his overriding. “eonfidence that, given 





the contract, he would produce the ribaneiag. 
ae 
a: ae 








b) The $34 Question 










cn or Ay % 
aoe 


that Moog has "welshed" on his we HS 


ee ae one 
sed. “value when completed. 






would be valued at cost and not at appr, | 
seh pac 


Mr. McCalium @ has described nineelt Wg sore loser and his remark 
Moe eo 
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reflecé that he is 





still irritated that the formidable team of Houser and McCallum 


were unable to outnerotiate the Canada Square team. 


It would be simple to dismiss this issue by pointing out 
that whatever the discussion between Candy and Moor was, there 
was no doubt in axnybody's mind when the Commissioners were 
asked to approve the execution of a contract that: 

(i) Cost was not the criterion 
(ii) McCallum at least contended that Moog, had "welshed" on 


a prior commitment to Candy. 


I am not content to leave g it at that, complete answer 
though it is. Mr. Moog testified that he had repeatedly 
assured Candy that he would get the best value for his money. 
lie also stated that during a meeting on July 18 that he was 
prepared to arree to a criterion of cost in accordance with 
a formula which was to be worked out after the Commissioners' 
meeting on July 19 to consider the selection of the developer. 
Mr. Coles corroborates this and points out that the proposition 
nad ceen put to Candy that if Canada Square was to proceeu 
on the basis of cost, what provision was Hydro prepared to offer 
as frelief to Canada Square if the cost was to exceed the $34, 
figure. Candy was very clear that he wanted protection against 
the cost bein; less than $34, but was not prepared to offer 
relief in the event that it went over $34. For thgis reason 


—_" 


Moog and Coles stated that if the formula was to be cost, 
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Canada Square would have to retain some ‘elbow room" in the 
costing. As examples of this "elbow room", Coles cited a 
Suggestion that the cost be determined on a net usable, rather 
than on 4 ¢g@mm gross, basis, and later the letter of Aug. 24 
(ixhibit 209) setting out an extended definition of cost 
that was sent by Mr. bradshaw to Mr. McCallum on the strength 


of instwructions from Moog as referred to in the July 18 


memo (Exhibit 211). 


Mr. McCallum rejected the Aug. 24 formula out of hand, and 
he and Houser attempted to extract from Canada Square a commit- 
ment to open its books to audit to determine the cost. It 
is respectfully submitted that there was no breach of faith 
on the part of Moog in insisting that he needed to be protected 
against rising construction costs and interest rates during 
construction, and the decision to go with “appraised value" 
is a sensible compromise which in no way offends the Split Or 


the position clearly stated by Moog to Candy. 


lhe Committee must never lose sight of the fact that g# as 

early as July 18, 1972, Canada Square was prepared to state 
firmly that it would build a building at the $34, firure and 
rent it to hydro for $4.92 per square foot. This is the 
essence of the commitment that was made at a time when: 
1. it was not known when construction would start. 
2. There were no¢@ contracts for consturuction nerotiated. 
53. The source of financing, the amount required and the rate 

were unknown. 
4. Canada Square had no commitment that it would obtain 


permanent financing at a fixed rate over the 30-year term 
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of the lease, which mggm meant that the rental rate agreed 
upon would not reflect the fact that Canada Square mifrht 


ha¥e to pay an indeterminate increased interest rate at 


some point down the line. 


No other developer made such a commitment at that time. 
Only a company and a man with supreme confidence in themselves 


could have gone so far out on a limb. 


3. Canada Square has designed and is building the best possible 


ee a 


ee 


There has been one phrase which has been probably over- 
worked in this hearing and that is "the concept oxf value" 
which has been brought up repeatedly with respect to this 
proposed building. On the one hand it has been used in the 
sense of quality vs. luxury in’so far as the building itself 
is concerned, and még on the other it has been used as worth 


vs. cost in the interpretation of the agreement as it relates 


to the $34, figure. 


When Mr. Moog used the expression “concept of value" he 
was thinking in terms of the creation of an entity which would 
be an ongoing asset to Ontario Hydro. he was not thinking 


solely in terms of capital outlay. 


You will recall that Mr. Candy pointed out that there 
were developers in the usual sense of the word who were 
speculators, but at the other end of the scale there were 
contractors who were custom builders. He places a developer 
such as Canada Square in the range which is closest to the 


custom builder. This is a very valid analory. 


September 17, 1973 
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Canada Square got this job because of the OISE building 
and because of the Chiropractors' College and because of 
the Transamerica Building and others which have been referred 
to in Mr. Moog's openings statement. Each one of these projects 
carries his signature and it was on the basis of this past 
performance that Candy was persuaded that this was the 


developer who could create the value which he wanted for 


Ontario Hydro. 
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...Camly was persuaded tiat titiiwes tas dt fetoperoupo—eonte 

y ! 0 io 

For myself, I had never heard of Gerhard Moog 
or of Canada Square before the newspaper talk developed with 


respect to this Hydro building. Neither Moog nor Canada 


Square had ever made any attempt to advertise. Moog 


himself in the words of a public relations man, "was his own man." 


Newspaper men such as Alastair Dow were unable to find out 
anything about him. His only source of advertising has 
always been the product that he creates. 

When Moog assured Candy that he would build him 
the best building that his rental could buy, he put his own 
reputation at risk. With this inquiry and its attendant 
publétity he has still insisted and continues to insist 
that he will honour that commitment. His reputation is in 
that building now, more than it ever was. 

Everyone appears to be satisfied that by virtue 
of inflation in building costs and particularly because of 
runaway interest rates, there is no question that Hydro will 
have a building in 1975 which is worth considerably more 
than $45 million, whether it is valued on a straight cost 
basis or on a market value basis. The point is that it 
could have very readily gone the other way. Ina period 
of deflation Canada Square could very easily put more dollars 
into the building thaf, it would be worth on completion. 

When Mr. Moog speaks of providing value, he 
distinguishes that term from cost. He gives as examples of 
costs expended and not reflected in value, the delays 
occasioned by strikes, the installation of equipment with 
an early obsolescenee, and the redoing of work in order to 
adcommodate changes at the insistence of the owner. ‘The 
cost in this case will undoubtedly exceed $45 million and may 
even, for the reasons expressed above, exceed the value 


of the buiiding. 
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There are other elements of value which have 
not been emphasized in the rental. There is an allowance 


of $1.45 for maintenance, with escalation geared to a base 


) 
year of 1976, being six months after the anticipated 
commencement of the lease. We have heard from the president 
of Horizon that if he were bidding on a job in 1973, his 
figure for maintenance would be $1.60, as opposed to the $1.40 
which he bid for the base year of 1971. This means that 

Hydro will be receiving the standard of maintenance which 
Robert Tamblyn praised for a price which will be considerably 
less than its real value in 1975. 

Another element of value which should be emphasized 
is that Canada Square was the only bidder which was prepared 
to get behind the proposed commercial areas in the building 
with any enthusiasm. It will be installing very extensive 
commercial areas completely at its own risk and upon which 
it can only realize a profit if they are fully developed. 

Much is said about the value whihehxeux of the 
hydro covenant which is undoubted, but Canada Square must 
find the tenants for the commercial area, and if at any 
time during the next 30 years there is any fall-off in 
business activity, it will be Canada Square which will suffer 
the consequences with respect to the commercial area. Aud wy 
gonclusion , Wy Chaar . 

My client, Canada Square, and particularly its 
principal, Gerhard Moog, has been subjected to a barrage of 
media publicity, which they had always shunned, ever since 
this matter was raised in the Legislature. In addition 
to that, Mr. Moog has borne the brunt of most of this 
nearing which has been carried on almost continuously over 
the last four months. 

I have complained about the overzealous questioning 
of counsel for the committee, who has persisted in publicly 


trying on for size one theory after another with the explanation 
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that it is necessary so to do in order to probe the issues 
and test the credibility of the witnesses. No person has 
been subjected to more of this than Gerhard Moog and no person 
has resisted so successfully all attempts to shake his evidence. 
He has been fully vindicated and I submit is entitled as a 
rignt to have this committee state that fact in unqualified 
terms. 

We have heard a great deal about how we do not 
want this hearing to appear to be a "white-wash," and partly 
because of that fear, the hearings have dragged on to the 
point where some of us present felt that the committee almost 
had to find a scapegoat before the hearingg could come to an 
end. If you as a committee feel that any individual who has 
come before this committee is worthy of censure, then it 
is your duty to censure him. Similarly, if you feel that any 
individual, whose conduct has been questioned, has been 
vindicated, then it is your duty to publicly say so. 

Whatever you do, you must never allow fear of the 
media to compromise what the evidence has told you is the 
truth. ‘There must be no concessions to critics of Moog 
who would like to see his knuckles publicly wrapped in order 
to vindicate them in the attacks that they have made upon him. 
The evidence does not sustain such an attack. It 
overwhelmingly reputiates it. In simple honesty and 


justice to Mr. Moog, you should publicly clear his name. 


H-2649 to follow 
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Now, Mr. Chairman, just to supplement that, I want to 
say something very briefly about the Anson-Cartwricht Report, and 
I am being very brief because I had the opportunity over the 
week end of seeing what Mr. Genest is going to say in more detail 
on it and I don't want to repeat what he will say. I associate 
myself in advance with it, but on behalf of my client I particularl 
complain about the headline-prabbing reference to a possible 
$17.5 million profit over 30 years accruing to Canada Square 
which I cannot allow to po unchallenged. 

First the logic of the suggestion is fallacious or, 
at best, speculative: a discredit to the exvert witness, Mr. Ronald 
Anson-Cartwright, and a disservice to his respected firm of Price 
Waterhouse, and worse, a near libel or half-truth. 

However, it still becomes valid evidence that floats to 
the top of every newspaper story casting aspersions on the 
reputation of my client. That testimony is an example of the 
material that Canada Square has been trying, to counter ever since 
this hearing beran. It has always been the startling and outrageou 
testimony that surfaces as headlines and opening pararraphs in 
newspaper stories to remain in the public memory. The balancing 
qualification or €ounterArrument is left to the forgettable eray 
columns of the inside pages. That is the nature of news reporting 
but it shouldn't be the staff that court or committee decisions 
are made of, and Mr. Genest will be giving an analogy to illustrate 
the weakness in Mr. Anson-Cartwright's argument. 

I ask you to apply his thinking. If anyone earned 
$20,000 per annum and reinvested over 30 years that amount, his 


Salary in effect would be $70,000. This method of cact HS 


was admitted by Mr. Anson-Cartwright in his preliminary report 
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and was very conveniently left out of the final report for 
obvious reasons. It is spurious and unworthy of the committee 
to pay any attention to that. 

Now before relinquishing this microphone to my 
colleague, Mr. Genest, Mr. Chairman, this has been a very lengthy 
hearing and tempers have frequently flared, mine among them. 

I came to this hearing in early July when I was asked to take it 
over from my partner, and it was lonp after the hearings had 
commenced. 

Quite frankly, when I arrived here I felt like a man 
who was attempting to walk into a building and the lam doors kept 
swincing the other way. 

I regret that in order to make my presence felt that my 
conduct at times became abrasive and at other times I will admit, 
it was outright abusive. I regret this conduct. I can assure 
you that in what I did and what I said Ig was concerned only with 
the best interests of my glient, which I felt when I arrived here 
were not being adequately protected. I want to make it clear 
that that was the only motive that I had, that neither I nor my 
client, Cerhard Moog, had any intention of obstructing the work 
of the committee, and I, for my own part, feel that had I been 
with this committee from the very outset, I would have established 
a rapport with you gentlemen which would have made it unnecessary 
for us to have had the confrontations that we did. 

Now my client, Mr. Moog, has expressly authorized me to 
join with him in saying that so far as any suggestion that we were 
attempting to obstruct the work of the committee, it is not so. 

I was only concerned for him and he was concerned for himself. 

T am satisfied now, having had the opportunity of being here for 
some time, that each and every one of you gentlemen has, in 
accordance with his own background and his own experience, been 


doing your very best to carry out the duties which the Legislature 
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has imposed upon you, that you have all been proceeding with 

the best intentions and the best of faith, and after B11, that 

is the only basis upon which any tribunal should be ba judged. 
So far as the precise blow-up that took place before 


the last recess, I have to take full responsibility for that. 


LS msieivaen skeet: 
—— So : 
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I was the one who told my client not to come forward 





and testify and he didn't do so because he was acting on my 
advice. 

I was very disturbed at that time and we were all 
a little frustrated and angry,and I was particularly so, because 
I didn't feel that I was making the ggg points that I should 
have been making. I made an argument at that time @ as to why 
we should have adjourned then if we were going to adjourn at all 
but my argument was not effective because the Chairman didn't 
accept it. The fact is, that once he had made a ruling then it 
was my duty to obey him. I've been in this profession for a 
long time and I realize that your arguments are not always effective 
and it's my duty, as a member of this profession, to assist tribunals 
such as this in getting on with the business of the day and, while 
I'm entitled to make arguments; while I'm entitled to vigorously 
defend my client's rights, I have a duty, not only to him, but 
to the tribunal before whom I appear. I can see that, in that 
instance, that I fell below that duty and I regret that and I 
ask you gentlemen to keep that in mind in your deliberation. 
Thank you. 

Mr. Chairman: Thank you very much, Mr. Finlayson. 
First of all, let me thank you for your apology on yourfown behalf 
and on behalf of Mr. Moog to this committee. I know the committee 
is glad to receive it and that's all I'll say on that matter at 
the present time. 

Your summation has been brief. We're grateful for it. 
We're grateful for the fact that it has been put in writing because 
I'm sure it will be most helpful to us when we are considering our 
report in the next few days. ds It's been well put and, again, 
ieemk thank you for a gggebyegs gzood brief well presented. 

Now, Mr. Genest. 

Mr. Genest: Mr. Chairman, I've also prepared @m a 


OT 


written statement which I would like to ask daymxgs to be distributed. 
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mums t's a little longer than Mr. Finlayson's because I think I 


have more areas to cover and I would ask the members not to race 


ahead of me because I reserve the full liberty to depart from 





my text and to amplify on it. I would also like to say that if 
anything I'm saying is not understood, or is troubling members 
of the committee, I don't mind interruptions or questions, dn fact, 
sometimes they're haga helpful because what I want to do is make 
my points and I'm not going to make them if they're not understood. 
leafing 

Mr. Chairman: I'm just @pmeuegr it over, Mr. Genest. 
Do you think you'il need a recess in the middle of it? 

Mr. Genest: Mr. Chairman, at two pages a minute, you'll 


be an hour. You had @@® 49 days, give me an hour. 


Mr. Chairman: I'm suggesting it for your own discretion 





and not in any way to be critical. 

Mr. Genest: If I get dry, or if my voice fails’, I*il 
let you know, 

Mr. Chairman: If your voice is dry, or we think you're 
dry, you call the recess in the first case and I'll call it in the 
second, 

Mr. Genest: Thank you, Mr. Chairman. 

As Mr. Finlayson has said, and g@ as many members of 
this committee have stated, the Select Committee would not have 
been established were it not for the allegations of political 
patronage and threats from political sources. These allegations 
represent a grave attack, not only on the government, but upon 
the integrity, and that's what concerns us, integrity of Ontario 
Hydro and its senior start who are all men of unquestioned integrity 
who have ggg devoted the major portion of their lifetime to the 
service of the people of this province and, in so COLNE, SSbARSEenee 
unblemished reputations. 

| It is therefore the answer to question number four, the 
political patronage question, that most vitally affects Hydro in 


these proceedings, mabey day is not answered with a clear "no", 


Arr Ze 
if lingering doubts are left, the damage to Hydro damit have bepn 
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irreparable. I can't over-emphasize this, that nothing is more 
important to Hydro than 4€ should retain the high degree of 
public confidence in its integrity which it has heretofore mg 
enjoyed. 

Notwithstanding the importance of the question, I don't 
propose to spend too much time on it before this committee because, 
in my submission, the exhaustive and painstaking investigation 
that is conducted, which has been described as "lifting every rock 
that you encountered" during the long course of these proceedings, 
in my submission, has not mame uncovered one #& iota of evidence 
that would justify the least inference that political patronage 
had anything to do with the awarding of this contract. 

In particular, it's my submission that it's clear 
from the evidence that the friendship of Premier Davis and Mr. Moog 


of 
was, at no time, a factor Ye any weight whatsoever and did not « poms 


(Tape H-2651 follows) 
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my submission that its cleer from the evidence that the 
friendship of Premier Davis ant\Mr. Moog was at no time a factor 


ipi influence any decision 





whatsoever of Ontario Hydro. 

On the evidence, it is my submission to this Committee 
that its clear duty is to declare in gnmistakable terms that Hydro 
and its staff were not affected by any consideration other than 
what was in the best interests of the people of Ontario, Wk to 
use tpn the wording of thg question. You may be critical of Hydro 
in other respects, but I submit that on this issue hm it is 
axe essential that Hydro be given a clean bill of healthy complete 
exoneration. It is essential that your report be crystal clear on 
this aspect, because any shadow will cause, the BA damage caused 
by that will last for years. 

I am going to deal briefly with the question of the threat. 
The only thing I have to say to that is that Hydro is not in any 
way involved in it. I don't think it is my function I think the 
evidence is quite clear that there is absolutely no Hydro 
involvement in that aspect of your inquiry. Perhaps it is gratuitous, 
if I can depart from my text at this time, I perhaps shouldn't 
comment, but the committee may find some help in what I have to 
say. 

Mr. Renwick I think, summed up the dilemma of the committee 
as to this aspect of the inquiry. He said: "Bither Mr. Cronyn made 
it, or Mr. Smith used £ it to excite interest in the story, was 
a figment of his #& imagination." Having heard Mr. Smith's evidence 
my own inclination would be to say that it was the product of the 
imagination. I don't think anyone will challenge the accuracy of 
the press reports on the matter, corroborated as they are by a 
contemporaneous memorandum, But having seen what Mr. Smith ghas done 
to everything he has touched, it is to me ‘most probable solution 
that he made it up to sive a little @em drama to his story. That 
is really all I want to say on that point. 

Again dealing with a gages question over which I don't think 


there is as much controversy at this stage, and that is the issue 
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knakxkammet of the plans, and that loomed fairly large at the ) 
$1.5 million ¢ 
beginning of these things, Why would Hydro write off AE ERAAASE 
I think the evidence adduced has clearly shown Hydro's decision 
to @ scrap the plans Wyeast was unquestionably the right decision. 
May I just review the eidence. I refer here to Mr. Candy's 
evidence at page 375-1 that the improved space utilization of the 
new design, all by itself, represented an additional rentable 
value of $357,000 per year, and that will ema quickly recapture 
the cost written off in scrapping @ the old plans in a very short 
period of time. 
It is clear that by 1971 the plans prepared on the basis 
of needs evaluatéd around 1967 were badly out of date. Staff 


estimates had increased with the nuclear reneration programme, 


on 
The first building was not suitable for the open landscapge 


concept which had evolved gma good deal since the plans for the 
original building had been pieeadactthe first building was a 
two-stage gmamex concept, the second stazesof which had already been 
bradhedstpne first building made much less economic use of the land 
space suathankesitne first plans, which allowed for # incorporation 
of Hydro's computer facility in the new head office building, were 
rendered gx obsolete in that respect because the computer facility Sp 
became installed in another puaraine Et wasn't intended to incorporate 
it into the new head office building. 

Lastly I say, and when I say that perhaps one should not 
inject personal taste in these matters, and I am asking the architect, 
Mr. Adamson to forgive me for the comment, I detected amongst members 
of this Bree a feeling which I shareg, that the design of the 
Canada Square building is much more appealing than that of the first 
building. 

In summary, it is my submission ad the evidence shows that 
Hydro's decision was the only sensible decision and I think I am 
right in believing that this does not remain as a matter of much 
controversy among the members of this committee. 

I'd like to g@m move on now to the 5th question, the question 


of government relationship, and I think it is important to have 
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the text of this qwakk question in mind; las the agreement of a 


nature of such importante that Ontario Hydro should have submitted 


it for cnnsideration on a @ policy basis to the minister af 


7 


reporting to Hydro. 


Bey Sapa’ 
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Let me first of all point out that there is 


no doubt whatsoever as to the legal position. Under the 
law of this province, the Legislature has clearly entrusted 
Hydro with the power to make the decision to build a head 
office building with reference to the cabinet or government. 
And I quote here Section 38 of the Power Commission Act 
which I think makes it clear beyond any doubt. 

To put in another way, it was not the intention 
of the Legislature of this province that Hydro should refer 
the question of whether it should erect a head office and 
the method g@@ it should use to erect such a head office to 
the cabinet. 

Now both Premier Davis and his predecessor Premier 
Robats have taken the position that Hydro possessed the 
authority to proceed with a new head office building without 
reference to the provincial government. I quote here what 
Mr, Robarts said to the Legislature on November 2lst, 1968: - 
"No sanction of this government is necessary for Hydro to 
proceed." 

Mr. Davis also reaffirmed this position in the 
Legislature earlier this year when he said: - 

"The question of a new facility for Hydro really 
was never dealt with by the cabinet. It is not a matter 
of cabinet decision - the government knew that Ontario Hydro 
was going to develop a building on that site. The question 
of who was to do it, the terms of it were matters entirely 
within the purview of the Ontario Hydro-Electric Power 
Commission." 

We recognize that while the law has already 
answered question five as it 1s asked, the question does have 
wider import and entails an inquiry into the broad 


relationship between Hydro and the government. 


H=2652..<.2 September 17,1973 
10.50 a 10.55 a.m. 
KM.R, 
(Mr, Genest) 
the point I wish to make on behalf of Hydro 
is that from the beginning we followed procedures which are 
accepted and understood by Hydro and government. 
The position of Hydro in this matter has been 


Supported by government witnesses. In his testimony before 


the committee on July 23,1073,(page 1342-2) Mr. Davis saidy and 





he was referring 





here to the Pickering conversation:- "If I had been the 
chairman of Hydro ... on the basis of conversation of 
February at Pickering, I would have said that the government 
is not going to say no to the development of our head office. 
I think that would be a fair position for the chairman of 
Ontario Hydro to take." 

As to the question of whether the agreement 
itself should have been submitted to the government for 
consideration on a policy basis, Mr. Davis stated his own 
view that this would have been both unnecessary and impossible 
(Page 1335-1) and that's in evidence before this committee. 

He said: 

"I would say, with respect to asking cabinet to 
make a decision on the basis of the proposals,etc., would 
have been quite impossible." 

Later, he added (page 1348-3): 

"I don't think there was any way that cabinet would 
have had the capacity to make that decision." 

The position of Hydro and government as to 
authority and responsibility are clear from the testimony. 
What is not so clear is the broader definition of the 
government™~iHydro relationship. Both Mr. McKeough and the 
Premier intimated that even after the exhaustive studies of 
Task Force Hydro, the relationship is not totally definitive. 
In my submission, this lack of precise definition is not 
necessarily a disadvantage. Premier Davis noted that while 
there are problems in the relationship, "You would still have to go 


a long way to find a better public utility.” 
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In summary, the testimony of Hydro and government 
officials support the contention that the position of both 
was entirely consistent with the practices and prec@#dures 
followed as part of the ongoing relationship. 

Now, let me add just one word here, Mr. Chairman, 
perhaps what happened in this case is more of historical 
than present interest, because since thses events you” 
have the reports the Task Force Hydro, you've had I think 
a significant change in the relationship between the Hydro 
and the government, and if you are going to enter into this 
field I merely suggest that you should have a good look 
at the Task Force Hydro recommendations, some of which are 
starting to be gimplemented. 

I should tell the committee that the implementation 
of other recommendations hag been held up by this investigation. 
We haven't had time. 

That concludes my submissions on that aspect of 
the matter. I want to deal now, Mr. Chairman, with broadly 
question three which is the competition and <a there's 
a lot of things that I'm going to say tgmmin here that may not 
be strictly be related to that but it's convenient to lump 
them all ina group. 

And I want to deal first with the question of 
whether it was wise to go the lease-purchage route as opposed 
to self-financing. That may have something to do with whether 
it was a good deal or not but it's convenient to deal with 
it here. 

Now, it's my submission that the testimony before 
this committee clearly demonstrates that the decision of Hydro 
to acquire head office facilities by the lease-purchase route 
was the correct decision and was strictly in keeping with 


broad government financial policy which was made clear to 


—— 


Hydro in 
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this way; we'll only take 10% of our total portfolio in 
Ontario or Hydro bonds"and if you got more available than 
these people are willing to take you create a real problem. 
First in liquidity, because if you want to get rid of them 
everybody's portfolio is already stuffed with them and they 
don't want to buy them from you and the 2 ee price drops. 
Secondly, you have trouble selling them and you have to 

make the deal more attractive, which affects your interest 
rates. So I say that any addition to the total outstanding 
of these bonds contributes to the problem and the Province 
and Hydro were undoubtedly right in recognizing that relief, 
even to the extent of $50, million, and we've had the 
comment that thaté's not very much in the total picture. 

But Mr. Nastich said to you that $50, million is half ‘gm a 
bond issue and he says that even relief to this extent is 
Significant. And I say here you can't say,"What's $50. million?" 


As C, B, Howe once said, Xn less inflationary times*. 


Nogw equally important to Hydro was the question of 
timing. May I ask members of the Committee to consider 
seriously when they are judging this whole picture because 
this is basic. Consider their position in 1971: Over 
$1.5 million (and that doesn't count the time of the Hydro 
people who are involved in this process) had been expended 
in drawing up the plans for a building in respect ‘gm of which 
tenders were ready to be called in 1969. The process had 
taken some three years. The project had been stopped, not 
because hydro's need for a head office was not justified, but 


because of general economic conditions. And I should add 
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on several occasions. 


Both Mr. MacNaughton and Mr. McKeough, who occupied 
the position of Provincial Treasurer, had informed Hydro 
that it was government policy that every avenue should be 
explored which would relieve the strain which it was 
anticipated both the Province and Hydro would place on the 


capital markets in the years ahead. 


It should be pointed out that the question of whether 
the obligations undertaken g by Hydro are disclosed on a 
financial statement or not are totally irrelevant to this 
question. It's not whether the credit is affected by showing 
an extra obligation. The real question, and Mr. Nastich made 
this quite clear and I think the Committee will recognize 
Mr. Nastich's qualifications to comment and give evidence 
on conditions and financial markets. I say that because the 
only departure from this evidence is that there have been 
some comments by Mr. Anson-Cartwright and if you're looking 
at people who are qualified to make statements of that kind 
my respectful submission is that Mr. Nastich's qualifications 
are vastly superior. The real question is one of oversupply 
of Hydro or provincial bonds. There is a limit to the amount 
of Hydro or provincial bonds which investors will wish to 
carry in thgeir portfolios. What I mean by that, Mr. Chairman, 
members of the Committee, is that portfolio gimme managers of 


large institutions sayy "Well we'll divide up our portfolio 
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because government policy then was not to contribute to the 
pressures on the economy to hold back. Now this waa Aart of 
Hydro's problems—its staff scatter costs, and you waa®i would 
think their exhibits could document this very well, its 
administrative nightmares due to separation of staff—m 
had continued and worsened, to the great detriment of the 
power users of Ontario. I pause here to ask the members 
to give this serious consideration. I think you have to 
pause to reflect the effect on an organization of having 
ghighly paid people segs have to spend two hours a day 
on buses travelling back and forth from Bloor Street to 
their head office attending meetings. What a waste there 
ein ea hydro “ig very concious of these pressures, 


at that time. 
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In 1971, there was another factors there was a pause 


in the inflationary cycle: interest rates were at reasonable 

lev els. It was the judgment of Hydro, which I submit has been 
amply confirmed by subsequent events, that these «eames were 
temporary only and that significant delay in the decision to 
proceed with a head office would add millions to the cost of 
erecting it. 

I think it is now generally conceded that for Hydro to 
have elected to proceed to build its own head office in the 
traditional manner, by having detailed plans and specifications 
drawn #& up, and by going through the tender process, would have 
entailed a minimum delay of 18 months in the star€ of construction. 

I pause here to say that the Hydro calculations at the 
time were nine months, and I think it is generally agreed, and I 
think Mr. Shibley has made the comment several times, that that is 
an impossibly optomistic prediction amd lMnen you look at the 
process that you have to plan an entirely new facility, all the 
people from Hydro have to have their input, you would have Set mae 
the architects to draw detailed plans and specs and to call tender, 
ale would have to sort of specify every nail that's soing to go into 
the structure. The process would have taken a minimum of 18 months. 

Mr. MeCallum, in his e¥ idenve correctly said that this 
course would have been an unmitigated disaster for Hydro and it 
was conceivedé as gem such by Hydro at the time. I ask the 
committee to give him credit for that. In fact every witness 
called before this committee wko has been asked about the subject, 
with the possible exception of Mr. Anson-Cartwright, who, I submit, 
is not qualified to make this sort of judgment, has emphasized 
the savings in time and money accruing to Hydro by electing to 


go the developer route. 
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I therefore contend, and I ask this committee to find, 
that Hydro was right in electing ‘in 197%, te reject the concept 
of a building self-designed and self-financed in favour of the 
developer-lease-purchase option. 
, I don't think there is one witness that we have heard 
really who has said that there were not substantial benefits in 
this new concept of dealing with developers with a proposition 
as a total package. I will have something more to say about that 
alittle later on. 

Now in this connection the only critic, I think, is 
Mr. Anson-Cartwright, who deals with the matter at pages 19 and 20 
of his report. I submit that he fails entirely. There is not a 
word in his report about the delay factors involved in going the 
normal tender route with the very significant cost factors, both 
in inflation and in staff scatter costs that this would ar have 
entailed. I think he refers to that by saying that there may 
have been - yes, he says that at page 19 - "there may have been 
other reasons for selecting the lease-purchase financing foute of 
which I am not aware”. 

Well, he ought to have been aware of them. They appear 
in the Mink-Candy report, they appear scattered through the exhibit 
He makes judgments also on page 20, which I think he confessed here 
he called these personal views, about commercial operations and 
about tendering out maintenance, which I submit he is just not 
qualified to make. I suggest that Hydro would have made a 
mistake in trying to operate g commercial areas. That is not its 
business. Hydro is in the business of producing and selling power 
and it shouldn't distract itself by trying to operate a shopping 
mall. 

Again I question very seriously that when you get a 
maintenance rate that's included in a total development package, 


that you could go out on the street and say "maintain my building 
> 
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and get this kind of rate”. I suggest it is just not possible. 

Ad so I ask you - that's the end of my comments on 
that choice. My submission is that it was undoubtedly the right 
choice. 

I want to deal next with the question, which I know 
concerned thes committee, of the advantage which Canada Square 
obtained in the competition. I hawe already referred to the 
situation in which Hydro found itself in 1971. They were anxious 
to proceed; the head office gituation was critical. I think 
I have heard it said here that some of the Hydro officials wanted 
that head office so badly that they could taste it. That's 
not wrong; that's not a sentiment that's motivated by anything 


but what is best for Hydro. These men had been put off in what 


they wanted to do for three years. They +werehaving adpipisprative 
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LALWRE Pears. They were having administrative nightmares and 
I think the committee has got to appreciate ama the atmosphere 
in which they were operating when they came to deal with Canada 
Square and with the competing developers. 

Now, in this situation, in walks Mr. Barry Brooks, quite 
casually, and says, "We've pot a terrific deal at OISE" and that 
started it. You will recall that Mr. Brooks had high, indeed, 
extravagant praise for thefieal OISE had made with Canada Square. 

You will recall there was a memo by Mr. Cameron, which sounds like 

a hymn, when he is quoting Mr. Barry Brooks on the qualities @a of 
Mr. Moog and the way they were satisfied. Well that's got to 

@ma create an impression. Mr. Brooks is an official of a government 
department, and his views were that this was a terrific deal, and 
you have fot to appreciate the impression that this would make on 
Hydro officials. This resulted in a decision by them to visit the 
OISE building and to seek out the author of that building, Mr. Moog, 
in order to discuss the feasibility of such a deal as applied to 

the Hydro head office. 

Now I say that these circumstances alone gave Canada Square 
the advantage over any other developer, that it was going to be 
very hard to remove. It is evident that Canada Square aggressively 
exploited the opportunity to the fullest possible exvent end Bonin = id 
they're in business, no one can fault them for that. The point I 
want to make is that through this process, Canada Square became 
the benchmark against which other developers would be judged. 
Unconsciously, but nevertheless effectively, it cast upon other 
developers the onus of showing that they were superior, demonstrably 
si alata to Canada Square, md that may be pretty tough. 

Now Mr. Candy gave Canada Square g plans, a Gas Zreat fuss-- 
I am departing from my text aoe Chairman--great fuss was made 
about the plans that were handed over in August of 1971 to Canada 
Square, but I don't think I have heard a single developer come here 
and say that they thought that was a significant advantage, because 


Zwie said he had all the looks he wanted at those. I think Mr. 
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Tatham said that. Even Mr. Smith, who was pretty exercised, 
said that really the fact that you had had the plans several 
months before wouldn't make any difference to him. I think that 
as an issue can be put aside with this one exception, that at the 
beginning of these hearings this cast some @ reflection on the 
integrity of Mr. Candy, and I hope that that will be cast aside, 
because you have heard Mr, Candy's testimony. They were anxious 
to @ exploit--they never heard of the lease-purchase deal. Mr. 
Candy brought these plans to Mr. Moog and said, '¢ould we make a 
deal on the basis of this building?! and Mr. Moog said, “nol! and 
really the building tem has got very little to do with the first 
building, so I ask this committee to say that this giving of the 
plans is no reflection am at all on Mr. Candy's integrity or 
judgment. 

Now what happened after that of course is that Mr. Candy 
became very impressed with Canada Square. He remained impressed 
with them throughout the process. I say he shouldn't be condemned 
just for that. He had good gy grounds on which to be impressed. 
The complete satisfaction of OISE was one; and the second is the 
undeniable fact that Mr. Moog is a superior builder. He builds 
quality buildings. Every building that he has built is a g first- 
class building. The evidence of Mr. Tamblyn, and I don't think he 
and Mr. Moog get along too well, but he was unstinting in his 
praise of the standard of quality in Mr. Moog's buildings, and 
that was evident to Candy, and I refer here to your little trip. 
You will have to come -- I am sure you will come to your own 
conclusions about the level of quality you have been able to 
observe. 

Now Mr. Candy was ledin his enthusiasm for Canada Square 
into extended consultations with them. He made design suggegtgons 
to them in the fall of 1971 and we admit, that is an opportunity 
that was not afforded to the other developers. We can't deny that 
these circumstances gave Canada Square an edge over its competitors. 


| There are perhaps errors in judgment. Mr. Candy in his enthusiasm 
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wm for Canada Square, deemed to regard 





them as a benchmark, talked to them a good deal more than he 
ever talked to any other developer. That's what gave Canada 
Square the advantage. If they were good people they could get 
an insight then, into the thinking of Hydro and get an edge and 
we don't deny it. Indeed, I think in the face of the Siyciedemmm othe 
we couldn't deny that they had an advantage. 
I ask the committee to find that this does not involve 
the integrity of Hydro officials and, in particular, Mr. Candy. 


Throughout, Mr. Candy was motivated by the need for getting on 





with his building before the economic cycle turned. He may have 
WORN ge sarees. errors but, I ask the committee very sincerely, 
and very seriously, to exonerate, clearly, Mm Candy of any improper 
motivation in these respects. 

I would like to turn notyto the competition itself. 
I think it's clear that, by November 1971, Candy had held numerous 
conversations with Moog. His enthusiasm for the ability and 
competence of Canada Square had been imparted to other people in 
Hydro. I would like to deal with the much-discussed memorandym, 
exhibit 26, that's Mr. Sissons' note on logistics, what he described 
as a think-piece. 

All of the oral evidence, including the evidence of 
its author, Mr. Sissons, indicates clearly that that memorandum 
did not represent the decision on the part of Hydro to proceed 
to negotiate a contract with a single developer without mim calling 
for competitive proposals. If you remember, the subject was raised 
also, and I'm departing here again, in a general managers' meeting 
on November 22 and, as Mr. Shibley, I think, fairly said in the 
course of Mr. Gordon's evidence, "not enough attention was paid 
in the early consideration of the minutes of that meegting to 
a concluding statement that was made by Mr. doth Soke with 
one developer is one alternative but we've got to explore all of 
them." I say to the members of this committee, there is some 


unfortunate phraseology in the memorandum of Mr. Seuguem Sissons 
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that could lead you, if you just read that, or the particular 
phrases, to find that something had already happened. But I 
think the evidence clearly indicates that those inferences aren't 
justified. I say that if the memorandum, if it's read in its 
US a clearly raises the subject as an alternative to be 
considered. 

I think Mr. Sissons did say that in November 1971 he 
was so frustrated that he would have voted for that alternative. 
But, in no sense, does it represent any decision by any senior 
Hydro official to proceed without calling for competitive proposals. 
The evidence is clear that, on Mr. Sissons' memorandum being 
discussed within a day or so, Sissons'suggestion that Hydro mm 
might consider the mpg awarding of a contract to Canada Square 
Corporatian without calling for mem@m& competitive proposals was 
paces rejected, was shot down. There was evidence given that 
the memorandum was discussed with Mr. Gordon and Mr. Gathercole 
and the decision was made that we had to go ahead and get competitive 
proposals. 

In the light of the evidence which has been adduced 
pefore this committee, Hydro recognizes that there were mistakes 
and errors of judgement NEW ei aie in the course of dealing 
with the competing developers and # in the selection process leading 
to the choice of Canada Square. We admit that, Mr. Chairman. 

The specifications shouldn't have been given orally,although I 
should say in defence of that, that they were later given in 
writing. No developer said that what was given in writing am is 
not what he was given orally. They'alt confirmed it. 

I concede that the specifications could have been a 
little more detailed to enable a better judgement to be made on 


the kind of quality, on the kind of price, that was being offered. 


2 
Some developers wer-e not given sufficient time for the *isimagma 
elaboration of their proposals. There was a failure to sufficiently 
follow up with each developer's proposal to enable Hydro to fairly 

7, 


judge the respective submissions. The pro-rating method 
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employed to judge the relevant merits of each proposals was in 
some respects defective. Too much responsibility was placed 
upon the shoulders cf Mr. Candy ~ and I want to emphasize this - 


whose Judgement i at Hydro was very - it was and is still - very 


who 
highly respected but NarShould 
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have been given more help in the execution and management 
of the process. This was a large project and we recognize 
now, with the benefit of hindsight, that he was left practically 
alone in the execution of the carrying out and I think that 
was @ mistake. ‘There should have been closer involvement 
by other people, by financial people, right from the start. 
A team concept should have been evolved which really didn't 
work very well in this case. 

Now we recognize these shortcomings. Hydro as 
a corporate entity must accept responsibility for them , 
and this point here I consider very important. I hope that 
the committee doesn't consider that its function is to identify 
scapegoats or to immolate atkio victimg; I don't think 
it would be @xax fair for it to do that. All the people at 
Hydro who were involved in the decision-making and the 
recommendation process have all got to take their share of 
the blame and it's not fair to hang this thing on the head 
of Mr. Candy alone or on the heads of the commissioners 
alone. This is a corporate responsibility. If there were 
shortcomings here, we accept them as a corporation. 

Now while there were these shortcomings, and 
we heard a good deal about them in the course of this inquiry, 
I'd like you to pay some attention gthough to the other side 
of the coin and this is what I'm doing on Page 14, fhese are 
some of the points that you should consider when you are 
making your mr criticisms. 

The first point I want to make is that Hydro was 
operating in a uncharted area; the developer approach to real 
estate development is a relatively new concept employed by 
private Pease, DAY quite new to the public sector. It 
was the unanimous view of all witnesses examined on the 
subject that there are great advantages to the developer 


method and that these should be available to the public sector. 
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‘The difficulty is in the method used to achieve this. It 
is necessary for any public organization not only to 
obtain the best deal but to be able to demonstrate, that's 
the problem in public life, to be able to demonstrate that 
you obtain the best deal, and that it gave an equal chance 
to those desiring to participate, 

While it is easy to say with hindsight that 
Hydro should have realized its lack of expertise in this 
field and should have called in outside help, it is more 
difficult to identify what it is precisely that Hydro ought 
to have done, | 

The evidence of several witnesses indicates the 
difficulty of finding experte/in this field And I was 
impressed with a statement by Mr, Renwick, which I quote 
here, He speculated that the trouble here is that Hydro 
might have fallen in between two stools in trying to adapt 
the tender method to the develpper technique the two 
maybe don't go together, 

It's easy to sit in judgnent on the basis of 
hindsight when procedures have been examined under a miorossope, 
as they have during the four and a half months of this inquiry, 
Zt was not 80 easy to foresee the Bdifficulties before the 
event. I ask the committee not to be too harsh in its 
judgment of Hydro on this score, TI say that perhaps the 
greatest service that oougia be performed by this committee 
is to use the Hydro experience ito learn from Hydro's errors, 
and set down some practical guidelines which could be 
followed by public bodies, so that the advantages of a developer 
method gene epnon yee: could be enjoyed by these bodies 
without disturbing public confidence. 

Mxxanumiteetanx 
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In my submission it would be a great pity and 
a retrograde step if the public sector were to be forced 
back into the tender method and denied the benefits of g the 
developer method as a result of this inquiry. 

It's convenient here, Mr. Chairman, to deal with 
something that I haven't in my written temt, and that is 
suggestions that have been made in the course of the inquiry 
that gmx our negotiation procedures were faulty, and also the 
specific criticism made by Mr. Anson-Cartwright that we failed 
in our - we were not very competent because we ought to have 
negotiated with developers for their tax benefits. I reject 
both of those contentions. The essence of a competition, 


SUrel¥e and I think that's been supported by a number of 





witnesses 
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+wtbresses;—is that you ask each man on the question of price to 
consider his own position, which $% includes his tax position, 
because tax position on capital cost allowance claimsy and a 

variety of other aspects lsas-pecul iar to each developer. He has 

to consider his own andput foraard his best price. That is what 

you are asking tenderers to do. You don't go, after you have called 
for tenders _and chisel and negotiate with the low tenderer. You 
don't go and look at his cost You don't say, fou have had quite 

a NL year and you are going to get this money here 
tax-freeg because you can write it off and therefore we should 


? 
get an even better er That is not done. You assume that @® 


mme—it is the competitive process that wety brings you 





the benefit of a low tax rate or a peculiar tax position, because 
the developer presumably will reflect it in the price he is 
offering «shmamenm> when he knows he is competing with someone else, 
mis I don't think, with great respect to Mr. Anson-Cartwright, that 
Hydro can be faulted for gg having gone to Canada Square, after 
having judged all the competitors.agm You have heard some developers 
raaudes give it your best shot in your @ bia? You know you 
are Ea, I don't think Hydro can be faulted for having gone 
to negotiate on that aspect. They are entitled to assume that 
Canada Square has taken their tax position into account when 
submitting their prices. I add to thas s course, Mr. McCallum's 
very clear evidence that insofar as capital cost allowance is 
concerned, which is the main tax benefit, he was clearly of the 
opinion that they couldn'& get it, so why negotiate for it? I 
just ask the committee to reject those criticisms, I don't 
accept, Re 

Another point I want to bring to the committee's attention 
is that while there are a lot of criticisms about Hydro and the 
evidence of Smith and Tatham, Mr. Zwig also came here and he is 
in the same position as these gentlemen. He is a disappoin ted 


developer. In fact, he came closer than any of them, because in 


SE) 6h. 
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the last analysis they boiled down the competition to a selection 
between Horizon and @ Canada Square, and it was his evidence that 
he obtained all the information he wanted. He had an estimator 
spend a day and a haif a t Hydro, He received all the coéperation 
he required from Hydro officials. He thought that he had enough 
information on which to base an intelligent proposal. In short, 
he had no complaints about the treatment he received, so that when 
you are looking at Mr. Tatham's evidence, and I agree Mr. Tatham 
was a very impressive witness’, I suggest, with great respect, that 
he over-impressed gg Mr. Shibley. After all, he is in a position of 
a competitor. You have got to take everybody's evidence in that 
position with a grain of salt, but @ bear in mind Mr. Zwig's evidence 
when you are considering that. 

I want to deal @ then with the pro-rating method. Much 
criticism, including criticism by Mr. Anson-Cartwright, has been 
directed at that method. Now I askyfiembers of the committee to 
bear in mind it was never used as the exclusive criterion of 
selection and while we heard a lot of criticism from Mr. Bullbrook 
about the other eritvertae? they had some validity. They had 
considerable validity. It was a mistake, I agree, to tell the 
developers that they shouldn't concentrate on producing elaborate 
designs, gggi while giving ees Canada Square for the design it 
produced, but bear in mind thatboth Horizon and Y and R properties 
submitted a concept of design. I say here“with their proposals in 
my ext, Mr. Chairman, Ehat is not quite right. Horizon produced iE, 
tg It wasn't included in the Horizon proposal, fut the evidence 
is clear that their idea was to erect two Traveler}s type towers, 
entailing people going back and forth from one tower to the other. 

I say they-were good grounds for saying that in the light of that 
evidence, the design concept produced by Canada Square was imaginative 
and attractive. It is a “gx factor of some importance that Canada 
Square did in @ex fact have the so-called -- I will never use that 
term after this ingquiry-“in-house capabilities" which Hydro considered 


important, and bear in mind Horizon, and I asked Mr. Zwig specifically, 
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doteon i(- 
>... Horizon used a separate general ea i es —. 


engage itself in construction work en to take 


that into account in judging Horizon, because 
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entities memoirs it imports more rigidity into the 
On-going process. The fact that you can erect a building without 
having detailed plans and specs, that is going to be a little 
tougher with a developer who has fot to get a firm price contract 
from a contractor, and I say Hydro were entitled to take that 
into account and it is not a meaningless criterion, it is an 
important one. 

Now, on Y and R, they were very doubtful about under- 
taking the risks inherent in the devadopment of a commercial area 
in the building. Recall their proposals it NOMISSEEEER said, TT 
won't work. We hwe tried it ThyfRichmond- Adelaide Centre and 
ev v erybody is going broke, and we are not very keen on that; ’ ema 
I ask the committee to ask themselves how easy would it have been 
to negotiate a deal with them where they took the risk that 
Canada Square is taking on that commercial area? 

Now I say Hydro were justified in treating that as a 
matter of importance, 

Another important thing is the policy of Canada Square 
to engare in ondov irae} ect at a time and thus anybody who deals 
with them is at the exclusive attention of the developer's 
principal officers, tdiiiiegs I say that's very AE se 
Squar e, when yau come down to the selection process, gage here's 
a Fetiow who won't be engaged in any other project. Here's 
another chap who's got seven things going in town, and whenever 
you want to call him he won't be available. I say that that is 
an important criterion, and that it @ shouldn't be discounted. 

The loudest complainers have been Ellis-Don, Ana I 
say this frankly to the commit hes. kom the very beginning their 
qualifieations to handle this total package were questionable. While 


they were competent general contractors, they had never handled 
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a development package, including financing, design and 
maintenance. They went and got married to someone else who 
was going to do the maintenance whom they quickly divorced. 
They said they were going to go into the business themselves and 
as late as August ~ I found that a very, very strange piece of 
evidence from Mr. Smith - he said the reason he called Joe 
to / 

Barnicke deo Yan tinid out if Joe Barnicke would ally himself 
with Ellis-Don to provide the maintenance, and Barnicke in evidence 
said that was the most ridiculous thing he had ever heard of. 
This was one of the people Hydro was judging in this contest. 
The proposal they submitted changed the approach - I dei RABE - 
and Hydro were quite entitled to hame concern about their overall 
qualifications, ed Ties were properly seen in this competition 
to be starting from pretty far back in this sense, that they would 
have had to offer a vastly superior deal to justify Hydro in 
going to them. I say, Mr. Chairman, thank God we didn't, vedas 
we would have been publicly beheaded. 

Now Hydro didn't want to exelude them from the competitio 
You can imagine the howl you would have heard from Mr. Smith if 
that had occurred, But I don't think criticism should be 
addressed to Hydro. Mr . Pie. handwritten note_for instance 
on a letter of some bisat? Deeb hox8 their dish of tea” he was 
absolutely rightg.But on the other hand he shouldn't have told 
them "go away". He should have given them their chance to 
put their best foot forward, which they said they did. Now it's 
true they weren't given enough time to do it but let's consider 
that error in the light of all the circumstances. I don't think 
Hydro should be faulted too seriously for that. 

I want to deal next with this $34 question. There 
has been much criticism of Hydro,and particularly Mr. Candy, 
for using the vaglue of $34 per square foot as a quality bench 

— 


mark. Mr. Candy made that quite clear. He was of the view that 
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no matter what they said, in view of prevailing building 

prices, it would be necessary for a developer to spend $34 

per square foot to give Hydro the quality of building which it 
required 30 years from now. Now there are defects to this 
appraach,. As someone has pointed out it may eliminate the 
imagination or the ability of developers to use their imagination 
to give you quality for less cost, but there are substantial 
grounds on which to support a judgment of that kind. Mr. 

Candy quoted the Toronto Real Estate Board's indég’ of bullding 


costs which indicates that ee 
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Launder lntadpipeletinie Smt DS 0b ite ten atest: for a building expected 
to be completed in 1975, $34 dis a "quality" not a grestige" 
level. \eytheir index, a building cost goes all the way up to 
beyond $40 g@® and I say that the inflationary trend of the 
economy a justified Mr. Candy's judgement, and has 
accentuated the risk that Canada Square have assumed, I ask you 
to bear in mind, aiso, Mr. Anson-Cartwright's evidence that once 
you accept this $34 i as a valid assumption=—<in other words, 
if you say you accept ity o developer can build what we need. 
There isn't that much variance. There are no give-aways in this 
business. Once you accept that then the pro-rating process makes 
a good deal of sense. Mr. Anson-Cartwright admitted that in 
examination by me, and he has never called it less than a useful 
tool. I ask you to bear that in mind when considering the criticism 
which will undoubtedly be brought to yourattention. 

My next point, Mr. Chairman, Xt mistakes and errors 

to 

in judgementywhich I have referred, have really come to light | 
as a result of the close examination by this committee of the 
procedures employed by Hydro. I ask you to find~—-=this is an 
important ge point... 1 RAR submit that the evidence gm shows 
that they were not evident to Hydro at the time that the decisions 
were being made. At the time the proposals were analysed, at the 
time the commission authorized negotlagtions with Canada Square, 
at the time the terms of the soncrect rasa finally settled with . 
Canada Square, at the time that Hydro reported on this transaction 


to the House and to the Premier, Hydro believed sincerely that a 


proper competition had been held and that its ty selection procedures 


ax had been proper and, in fact, until this inquiry came along 


and 
Mr. Candy believed he had run a proper competitionyeonducted 
It APES [nr_ 
proper evaluations, /Only when at back and saw all these ; 


é Whe 
things in their proper light that~he-Said: "Gee whiz, there were 
some mistakes." But I ask you to believe,khak and to accept, that 


the commission didn't consciously as has been suggested, go out 
} 
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and run a sham to justify a choice already made. 
I say, in retrospect, it's a great pity that ek neither 
Mr. Dillony nor Mr, Seapasthian Seguiny saw fit to disclose the full 
extent of the Ellis-Don complaints at the time they received them, 
or that Mr. Smith himself did not write officially to the commission. 
I suppose that's in keeping with his method of operation which is 
never to use the direct approach. Had this been done, I'm 
confident that a thorough examination would have been sea ape 
by Hydro into the procedures used in conducting the competition 
and the errors would have been corrected. 
Mr. Chairman, this is not a bad time for a break. I 
am getting a little dry. 
Mr. Chairman: All right, if that's your opinion, we'll 


adjourn for 10 minutes. 


a.m. 
The committee recessed briefly at 11:34 sate ee 


(Tape H-2661 follows) 
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Mr. Chairman: Ladies and gentlemen, I call 
the meeting back to order and if you will proceed Mr. Genest. 

Mr. Genest:. Thank you, Mr. Chairman. I'm nap. 
moving into the area of question one, the soundness of the 
deal, and the rest of my comments will be concentrated in 
that area, ami I say in my submission it really boils down 
to. Ts it a good Week eae say there are three main components 
in this. There is the choice of the person you are going 
to deal with; the terms that you get from him; and the 
product that you get. 

I have already dealt with the reasons that 

UWimated 

ntario Hydro to select Canada Square. Mr. 
Finlayson has not unexpectedly extolled the merits of his 
client. I don't think there is anything I can usefully 
add to that. And I want to move into the terms of the 
contract. 

There are some important general observations 
I want to make and they are trite but they are worth saying. 
There is no such thing on earth as the perfect deal. There 
is no deal that has ever been made that you can't improve 
with the benefit of hindsight. And there's a maxim, that I 
remind you of shat the best is the enemy of the goody"; that is, 
that the search for the best possible solution often results 
in no solution at all. 

And another general observation is that a 
transaction of this kind must provide benefits to both sides, 
must be good for both partiesessbemmhee-~—that's the 
essence of doing business. The function of this committee, 

I respectfully submit, is not to find out whether Hydro have 
obtained the best possible dealy it is to find whether the 
benefits to Hy¥fo and the benefits to Canada Square are in 
fair patance Sii/having regard to the risks inherent in 


the transaction. 
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I detected really only two area of criticism 
and perhaps a third that I don't mention here. Let me deal 
with that third one sas I think the main areas are the 
rent reduction ashe Sigegus ne of "appraised value" and 
T've 
=P Forgotyanat the other one was but I'll come to it. But 
there is one that is not mentioned in here that I want to 
deal with very briefly, aga that's the performance bondy 
question. I just don't think @ it would be right for this 
committee to criticize Hydro for not having exacted a 
' a“ 
| NS was considered by Mr. 
McCallum and it was rejected in favour of this $2 million 


performance bond. It came up 


approachs in favour cf the requirementgit ch is very thight 
and which protides all the Seppedtaaih!, PStnsd th that 
Hydro needs in this thingy which is to say to Canada Square, 
ei Frat of all, before you SySre, YOU Puy away $2 million? 
segregate it from your assets so that it's available for this, 
Ana when you do start, you don't borrow any money. You don't 
mortgage your ground lease to your interim financier, to the 
Bank of Montreal, until you've got $2 million of your own 
money sunk in to that ground.” 

then you can't borrow, and the onus is on anybody 
\e-the Bank of Montreal, who is providing the interim financing, 
to show that every arens’/eney have lent you on the security 
of a mortgage of the ground lease has been spent in the ground.” 
Now, I Zsuggest that that provides every protection that is 
es lalarad Square. This is not the normal job where 
you are making progress mpayments to a contractor and the 
danger there of course is that he's using credit to put this 
stuff int to the ground and he's using the payments you are 
making to him to settle other debts. And that's the bind .«— 


and that's where performance bonds serve their real je. 


H-2662 to follow 
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phepeupenfor re ee=saTsg—CerllEaweteaeeed function. Now thezama= eviden 
is that the performance bond would have been very costly, and I 
question, Sim why cia to the very unusual PARIS SF this 
CRBnaRe tt OR onding company would have bonde t all, because 
what is there to bond? Hydro spends no money, not a nickel, until 
eo building is up and is ready to be moved into, so I say it is just 
not a valid criticism of Hydro that they failed @ to obtain a 
performance bond in this situation. 

Now let's go to the formula. There are two chief areas, 
but the other one is of course the levelbf aa eth earn seh I want 
to address considerable remarks, Let me deal first with formula: 

It is important that the committee should appreciate the 
circumstances under which the formula will operate. It will only 
operate in the event that "appraised value" (and I will deal with 
the meaning of this term later) is less than $34 per square foot. 
When passing judgment on Hydro for having decided to accept this 
phrase in lieu of one related to Canada Square's costs, I ask the 
committee to have in mind the following: gp first, there is strong 
evidence that in all probability Canada Square's actual cost 
of erecting the building will be equal to $34 per square foot org 
more. In that event, the formula does not operate at all. Remember 
it was Candy's age view at the time the contract was entered into 
that the level of quality he was entitled to acquire under the 
contract would result in a cost exceeding $34 per square foot. The 
subsequent inflationary trends in the economy have amply borne out 
this judgment. Mr. Candy is supported in these views by the survey 
of the Toronto Real Estate Board. Clauses 6, 7, and 8 of the 
agreement give very considerable discretion to Hydro to ensure that 
the quality level of the buildingg is maintained. It is true Mr. 
Shibley was at great pains to point it out that the powers of 
Hydro # to order changes in design or specifications are limited by 
these words: "the intent and framework of the preliminary drawings 


and specifications". Now, bear in mind that these are the words 
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that govern, and bear in mind that the preliminatby drawings and 
specifications gm are very broagd. They are not detailed in any 
sense, except in matters -- they specify certain items)but 
elsewhere they are very broad specifications, and I say that is 
a very broad phrase which affords @considerable lattitude to 
Hydro, ais eich; and I want to make this clear to the committee, 
Hydro can assure you that the administration of this contract y will 
be hard nosed. It will make use of specialists in construction 
drawn from a consultant ‘fakggigdt field to ensure that we get value 
for the money. Perhaps I should tell the committee we have already 
started to get a team together. 

I also ask the members of the committee to have clearly 
in mind the evidence of aaa diMiitiedous and Roy. This 
independent expert has given as his latest estimate of the 
construction g costs of the building, the sum of approximately sys 
million, and if you add to ie was a point that I made at 
the time he was giving evidence y ii te was evidently lost by 
Mr. David Allen in particular}, youygot a building worth $44.5 million. 
Now I mention these matters to put in its proper context the 
attitude of the commission when it was advised that the appraised 
value formula was not equivalent to Mr. Moog's costs. The commission 
was confident, and I suggest on subgstantial grounds, that as events 
would turn out, the formula would not have to be used because 
Canada Square's costs were almost certain to exceed $34 per square 
foot. 

Now I want to move on to the formula itself. Much 
confusion was caused at this hearing as to the meaning of the words 
"appraised onto and with great respect to Mr. Finlayson, I say 
that his client has contributed to the confusion. I say the 
confusion is not justified. You have got Mr. McCallum's very 
precise definition of the term, I am not going to repeat +s I 
have given you the definition, eas Again I am getting into a legal 
submission here, but I think it is important that the committee 


should appreciate that that word has some fairly settled meaning. 
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Our courts have for years neon EI ne words 

"actual value" appearing in a municipal assessment statutes 

and theg terms have acquired settled meanings having regard to 

the circumstances of the property being Seeman assessed or 
appraised, I give you a case citation -- I am sorry I have to go 
that far--but I refer to a famous case, a leading ‘mame case in the 
Privy Council > the case of Montreal vs Sun Life Assurance 
Company of Canada, and this was a case involving the assessment of 


the Sun Life building in Montreal, the head office of Sun Life 


ce 
Company. The term used in the 


Tape H 2663 follows 


September 17, 1973 
11:55 - 12:00 a.m. 
H 2663-1 D.L. 


(Mr. Genest) 





lea Montreal statute was that the tax would be imposed 


on the "real value" of the building. All the courts 

agreeg that term was equivalent to the term "actual value" 
as it appears in Ontario statutes. The judicial committee 
of the Privy Council found that because of the special 
purpose of the building "aiwseda which was intended to serve 

as the head office of a large financial institution, it 

was not appropriate to have reference to the market price, 
since there would be no real market for the property, and 
it's applicable here. The judicial committee also held that 
“ythere was no question of letting or the possibility of 
letting the premises, and therefore that aspect was ruled 
out sg" And I ask you to note here that the appraised value 
formula is used without reference. No one has even suggested 
ps reference to any leasing value. They found 
that in the Poste Chet te worse value of the building 
was the best means of ascertaining its actual value. I 


quote what they fm said at page 94: » 


"The first question then which their Lordships 
have to dtermine is how the intrinsic value of 
the Sun Life building is to be ascertained and 


what is the ultimate criterion of its worth." 


They went on to consider the market test and the 


rentable value test and, having rejected these, they said: eo 
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"OF tne three methods mentioned above, the most 

acéurate is undoubtedly to appraise the cost of 

thé building, sineé in that way it is possible 

to discover within limits what the building ought 

to have cost and to avoid 4 calculation based 

upon an @xpénditure which may be excessive for 

the work doné, either because the price paid was 


€60 high or the execution indifferently carried 


out," 


86 hére you havé what was then Canada's highest 
judieial tribunal détermining that in a ease where facts 
aré véry similar to that whieh wili be applieable to the 
liyaro héad office, that the term actual valued! means 
réplaeement F—1 aay ‘cost | I should say "replacement value. !' 
You Should correct that. Now, eontrary to what was 
e6nstantly suggested by Mr. Shibley in his eross-examinations 
On thé subjeet, it is Hydro's submission that the worggaing 
6f thé formula has precise meaning, that it will operate 
in HyaPo's favour if the replacement value of the buiiding 
48 iéss than $34 per square foot. It ensures that what 
Hy4P6 will be paying for is a building worth $34 a square 


fF66t and that Hydro will be getting value for its money. 


New 4¢'s true that the formula allows for a reasenabie 
builder's profit in the appraisal proeéss in the even’ shaé 
ehé normal é6sts of construction as estimated by Hgansé ont 
Roy aPé 168s than $34 a square foot, You have to aliew Mé8R 
t6 nay an "He>+, the replacement eost would inelude 4 


PEARONAbIE builder's profit". But bear in mind thé 616sér 
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that gets to $34 the less meaning omuaadene there is, {r you 
get a building that is estimated with a replacement value 
of $33.90 a square toot, Whe only thing you get there is 
a dime. That's the only construction profit there is 
because over $34 the formula doesn't apply any more. I 
hope that's clear. Mr. Hoggson, you are looking a little 


puzzled. 


nn, 
Mr. @c€R. G. Hodgson: I understand. 





Mr. Genest: Thanks. 


~ 





Mr. R. G. Hodgson: I think you are making a very 





good case, 


Mr. Genest: Now that's a long ee this compro- 





mise, this appraised value compromise is a long way from 

the formula @ that Canada Square were pressing on us in 

the later stage of negotiations, mall went so far as 

to suggest you should value the income stream. I say the 
formula is a reasonable compromise. And bear in mind, I 
think Mr. Finlayson has made the point but I want to repeat 
it, that the formula could be worse for Canada Square than 

a straight cost formula. Let's say there was an elevator 
strike like we had just a few months ago y and the project 

is tied up for a year. Now think of the cost of that to 
Canada Square, Let's say Hydro people walk out and throw 

a picket line around that site. Now all these things y 

@@mmp are not just speculationss they silaktiontamiehaas 1e.ve happened 
recently, ge they could very easily happen in the future. 
And that's a risk that Mr. Moog is faced with. But 4 year's 
strike or 4 six.month tg strike could add immensely to the 


cost of this building. Just think of the interim financing 
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for six months. It's just extensive. And that is not 
reflected in 1975 in the appraised value of the building. 
The fact that he had a strike doesn't add any value to 
the building and that's at his risk. If we make him 
replace defective work, a cost formula would of course 
include that in his cost but he doesn't get any credit 
for it. It's a cost to him, it's an expenditure out of 


his ake he doesn't get any credit for it in the 


appraised value method. 


\ 


(Tape 2664 follows) 


H-2664-1 Sep. 17/73 
12.00 to 12.05 pm 
fvk 


(Mr. Genest) 





So I say that, while we didn't get what we set out to get in that 
particular negotiation, we did get a formula which would ensure 
that the rent Hydro paid would be reduced if the replacement value 
of the building fell below $34 4@ a square foot. And I say that's 
not an unreasonable compromise and that the commissioners are 
not deserving of the criticism implied throughout the questioning 
of witnesses on that issue. 

I'll now talk about benefits to the parties. No 
one has questioned that Hydro derived substantial benefits from 
entering into the transaction with Canada Square. The exhibits 
are replete with the figures showing the enormous savings from 
which Hydro will benefit from the transaction. Instead of 
arranging for the building of its own head office, Hydro could 
have gone on renting premises. No landlord would havemade a deal 
with Hydro for a firm rental for 30 years. Hydro would have been 
faced with an escalation of rents at least every 10 years. Moreover, 
30 years from now Hydro would still be renting. It is a unique 
feature of this transaction, there aren't very g@ many in Canada, 
that Hydro's rent is,in the very beginning, less than comparable 
rent for comparable space - it never rises over the 30 year period - 
and, at the end of that time, Hydro own a quality building free and 
clear. Throughout the whole course of this hearing no one, least 
of all Mr. Anson-Cartwright, haf attempted to analyse the benefits 
to Hydro of this transaction. And yet this is essential if you're 
going to be able to decide if Hydro got a good deal. This 
committee, if it is to find out whether the benefits to Hydro, 
and the benefits to Canada Square, ardin proper balance, must 
take serious account of the benefits to Hydro. 

Let me pause here and ask you to look around town 
and see what that building - what's that worth to Hydro - the fact 
that 30 years from now it's going to have a building free and clear. 


Look around for 30-year buildingss The Sterling Tower; the 
A 
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Victory Building, the Canada Permanent Building on Bay 8treet; 
the Canada Life Building on University AVenue, these buildings 
are worth one heck of a lot of money today. Thirty years ago #& 
today, is tpg 1943, and that is a very substantial benefit to 
Hydro and, it seems to me,that throughout the course of these 
hearings not enough attention has been paid to that. 
Now — Benefits to Canada Square} Here, I'm going 
to @ get angry. My respectful submission is that the most 
valuable document produced at this inquiry with which to judge 
the @ benefits given to, and the risks taken by Canada Square, is 
not anything produced by Mr. Anson-Cartwright. It's exhibit 235, 
Mr. Chairman, I'm not sure I've got the number right, that's 
Mr. Nastich's calculations of the cash flow to be expected under 
the assumption set out by them. That document stands uncontradicted. 
Mr. Anson-Cartwright considered it, was not wept critical of it, 
I don't think, in any respect. It illustrates clearly - and this 
is very important - "that the chance of benefit and the risk of 
loss left entirely on Moog's success tegié"*ne commercial areas." 
That document, gentlemen, shows that if the commercial area is a 
bust Canada Square loses money. If Canada gm Square can make a 
go of the commercial areas, they stand to make a lot of money. 
If they really make that a success they will make a lot of mOney, 
but, bear in mind, so does Hydro. If the rents take off in the 
concourse area, in the shopping area, Hydro gets half of them. 
That is, I say, a fair balance of benefits, because Moog could be 
stuck with a white elephant at this corner and that's the risk 
he's taking. If he makes a go of it he is entitled to be compensated 
in a manner commensurate with the risk. 
This brings me to the Anson-Cartwright report. In 
my respectful submission, Mr. Chairman, this is a one-sided 
sensational document to which no weight should be given by this 
committee. More than anything that has happened in this ahaa. 
inquiry, the headlines published following the filing of Mr. 


i 
Anson-Cartwrgght 's report aS an ite exhibit, have inflicted | 
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a grievous and unjustified injury on Hydro. I refer there to the 


$17.5 million 
eefpGhes figure which appeared in every headline on Saturday» 
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the fact is that the figure is meaningless. It is based upon 
an assumption, which I have Rever heard before used in any 
projection of profits from the terms of a contract, that the 
figure should include the profit, compounded, derived fromm a 
re-investment of the cash flow derived from the transaction. 
It is just incredible to me that that should be regarded as a 
serious method of evaluating a benefit. 

Mr. Finlayson has referred to — you know you could 
treat almost any sum.w=.a salary, an employment contract. If 
you taluei the terms of a football player's contract over five years; 
the press always call that a miliion dollar contract, because over 
five years he is going to receive a million dollars. They don't 
pay any attention to his investments. He may lose it, find you know, 
apply that for instance to a company like Anglin-Norcross, who 
were well known several years ago, and have gone down the drain. 
The re-investment of the cash flow isn't going to be in government 
bonds by a builder, it is going to be in ape projects, at which 
he is at risk, lena if you are going to take the re-investment into 
account you have got to take the risk of loss into account as 
well as the risk of benefit 

Mr, Deans put it the way I like to put it. You are 
not concerné @ with what Moog, is going to do with the money he 
gets from this deal and you shouldn't be concerned and Mr. Anson- 
Cartwright shouldn't have been concerned with it, and it has 
resulted in this sensational figure that has no meaning in reality, 
and I can't object more strongly to its insertion in the report. 

Mr. Anson-Cartwright himself said ‘you know that is really 
not an important figure.” What you have got to look at is the | 
present value of those total earnings, And the strangest thing | 
in this report is that if you ignore the re-investment feature, 


you get a present value that is exactly the same. Now I ask this 
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committee why mention the $17,500,000 at all if it wasn't 
to create a sensation? 

You know, I have had Mr. Lamb, our financial man, apply 
this theory to our savings and if you say that we re-invest the 
savings on the theory used by Mr, Anson-Cartwright « this is a 
firure I would like to see in the headlines {4a saved armani 

$260 wlio. 

hundred and - I said 2p ~ it is $280 million, and it's a meaningless 
figure. 

Another very serious criticism I have is that no 
satisfactory explanation was given by Mr. Anson-Cartwright for 
the absence in the final version of his report, of the cautionary 
words which appeared in his first draft. I read them into the 
record and I never heard him explain why he left that out of his 
final version: 

"This method of evaluating investments is not a usual 
method, and can be misleading, etc. 

Now Mr. Anson-Cartwright was called to give ev idence 
as the committee's witness. It was his duty to be fair and Be 
impartial and top present both sides of the coin. In my 
submission, in his report, he fails utterly to meet that standard. 

Another thing that made us angry, Mr. Chairman, is Mr, 
Anson-Cartwright's treatment of capital cost allowance. There is 
not one word in that report as to what I say is the practical 
certainty p—if you read that Department of National RBEvenue bifhlletin - 
the practical certainty that Canada Square will not be allowed 
to take capital cost allowance in its tax returns. 

Now Mr, Anson-Cartwright admitted that there was doubt. 
He said he had kept it out because he didn't want to hurt Canada 
Square. Well surely his duty was to present a fair picture ? 
Ana if you loom at that bulletin and you apply those six tests - 
I think Mr. Walker referred the witness to them — the six fobs tests 


that are laid out in the bulletin to find out if capital cost 
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allowance would be disallowed. They barely passed one of them. 
As I say ,1if there is only one that you can't pass, your claim 


: 
will be disallowed, assy he hardly passes any of them. 


Now that makes a very substantial difference and before 


I deal with it, let me ask you to turn to Mr. Cartwright's 


report and see <= 


hi = tt ed 1] +ret.----------- 
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ame he sible ‘ait that doubt was brought to his attention 
he attempted to say, ell, that's all right, ds we figure 
alternative ways he still gets a big dollarg (aay he 
didn't produce the figures. But look at the big build-up 
he gives me the benefits of this capital cost allowance 
in his report (page 16), wywell, I won't bother taking the 
time but make a note of that, You'll see agehe builds that 
up as a tremendous advantage to a puildige~ Now we haven't 
had time, of BOUE SR, FO do our figures, but I want to tell the 
members of the committee our own people estimate the difference 
in these pfofit figures to be at least in the order of $2 
million if you take out capital cost allowance. 

SengPialad eoeaticcahcetewnt value. 

Mr. Genest: Qn present value. It takes the 
present value from ne to $3 million. 

I want also to call attention to one more fact 
I dog that on page 29. When Mr. Anson-Cartwright was 
eriticising us in other aspects he called it twice at this 
bearine: shesneaaadanst te isn't really a lease, it's a long- 
term sale.” He did that twice in his evidence when he was 
dealing with another matter, aga look at page 19, the second 
paragraph of page 19, He says, "Dhis is a relatively new 
type of lease arrangement not at sheneiteosnueexes Canada , 


which in apartas jargon in the United States might be | 
termed es leaseWgTne Wpseudo- yeane¥ tn my tet tumncaee 
certain circumstances be tantamount to a debt security.” Now 
apply that to the Department of National Revenue Bulletin, 
tiie isn't really a loan, it's a pseudo-lease, it's a phony 
lease, it's really a sale. And ask yourselves whether any 
man could reasonably expect to get capital cost allowance. 
And I say the answer is quite clear. 

Now having admitted that there is doubt as to 
whether capital cost allowance could be claimed it seems to 


Hydro that elementary fairness on the part of Mr. Anson-Cartwright 
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would have required that the doubt be reflected in his 
report and that the committee should have been at least 
provided with an Ya¢ernative set of figures based on the 
assumption that capital cost allowance eould not be claimed. 


As I said, you know, the difference is enormous. Look at 


ei appendix A of this report,» Situation 1, s-gauamak- 
» Sal SGT AROMA NCI i i, first of all you'll find the load on the 
front end of this, ssa the great benefits he gets from 
tax deferral on the profits by reason of his not having to 
pay any tax and getting a high cash flew tesecShe first years, 
bjer2 now, that's out if capital cost allowance isn't allowed, 
ue also very importantly Mr. Anson-Cartwright tells you Ga 
Appendix A,and he deals with the marvellous benefits of this 
at some length in the body of his report, that there is a 
terminal loss of $2,697,000, the present value of which is 
$831, 000—~m-that's added to the present value of this contract. 
And I ask Tou, gendlenen) to ask yourselves this: Would you, 
the business men among you, would you pay $831,000 for the 
possibility of getting this money some 30 years mabonges+ 
that bulletin in front of you? it's ridiculous. 
Now, he was pressed on this subject, Mr. Anson- 
Cartwright was and he sobiveewbat in some general statements 
that ences OEE benefits. No figures were provided 
the committee and my information from Mr. Shibley is that 
he has never prepared any such figures. 
I want to deal again with another instance of 
Mr, Anson-Cartwright's fallacious calculations. Look at the 
factor which he uses to arrive at present values. He's saying, 
OWnat's it worth?, (what would you pay today to get the benefit 
of these payments over 30 years? was He uses eight per cent and 
that's the rate that a free Me bond brings in, the site 


investment there is. 
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“i ody of his report, Apage 68 he says @meex there will 
be"a probable discount for risk performance,” etc." But he doesn't 
reflect it in his eight per cent rate and he fails to provide 
any rational explanation, in my submission, for his failure to 
reflect at least the risks. He's admitted himself there's a doubt. 
Matx He's gone that far. He's got the bulletin. He knows he's 
got a lawsuit on his hands and his discount rate doesn't allow 
anything for that. It's just not right. It's not fair. My 


more 
submission is that the discount rate is aoe in the order of 15 


per cent and, even that, you have to be your own judge of what 
you'd apply for the chance of getting that when you know the 
trouble that's on the way. If you appiy a realistic discount rate 
it makes another big difference to these figures. It seems to me, 
again, elementary fairness would have required that ym another set 
of figures at a different discount rate should have been provided 
for the benefit of this committee. 

Mr. Anson-Cartwright went to great lengths to say that 
he based his estimates on ‘reasonable assumptions." I want to say 
another thing about capital cost allowance because it wasn't 
brought —— we were all pretty tired last Friday om it wasn't really 
brought out. If you look at his script on the benefits of capital 
cost allowance you'll see thatfhe placed a good deal of attention 
to the fact that the terminal loss shelters income from other 
sources; that the ability to get a tax deferral, or claim capital 
allowance could shelter other income, It seems to me he doesn't 
take into account the evidence that Canada Square, as far as this 
deal is concerned, is going to be a single.purpose corporation 
with no other income. And I think in the examination at the end 
of the day, Mr. Anson-Cartwright admitted that the value of a 
loss parrtes forward to this company wouldn't be available. If 
it had a single purpose it would be a change in business ‘ig 
acquiring another building at the end of 30 years it couldn't get 
the value of this terminal loss to carry as a loss against other 


z income from another building. 
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I make the point here, very briefly, that he's made 
assumptions in calculating profits on the basis that theretis 
no profit on the maintenance and that there is a profit of 10 cents. 
It seems to me that $e aoe wanted to be fair about it he would gma 
have also maybe assumed a 10 cent loss, in view of Mr. Zwig's 
evidence as to what's happening to maintenance rates. 

Another criticism I have is that having set out the 
terms of his engagement, or the terms@@mage of this agreement, bu wrto 
UM going to help the committee on this qeaneioaeries the terms 
of the agreement as they affect Ontario Hydro, financially and 
economically sound?" We don't have one word, not one word, in t his 
report as to the benefits obtained by Ontario Hydro. I've said 
this before, 4he major benefit conferred on Hydro is the ownership 
of a building at the end of 30 years while, in the meantime, paying 
less than the going rate for comparable space. Nowhere in this 
report is that mentioned, or is there any wee attempt to measure 
that value. I sm submit this is a sme signal failure and leads 
Hydro to the conciusion that he's regarded his role as that of a 
prosecutor and fault-finder rather than that of an impartial 
interpreter, And I therefore ask the committee to disregard 
Mr. Anson-Cartwright's report in its entirety and to look to 
Hydro's calculations for a true measure of the benefits to be 
expected by Canada Square and by Hydro. 

They wiil show that these several fgg benefits are 
in faire balance and that Canada Square is not more than properly 
compensated for #@«xx its risks. Sigegetsez They'll show that, in 
fact, Hydro did get a good deal; that in the words of question one, 
the terms of the agreement as they affect Hydro are financially 
and economically sound, 

I have a few closing remarks, Mr. Chairman. I'd just 
like to recali, the committee the atmosphere in which these hearings 
were held. There was a microscopic examination of every step 
taken in a complex transaction by persons subject to the frailties 


of the human race. There are very few human activities that can 
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type of 
withstand ons \lapmmapaipanars cn without some mistakesbeing aeuma found. 
Even Mr. Shibley might admit, that on a close examination of the 
a manner taupe in which these proceedings were gam conducted, 
some things might have been done differently. And I ask that the 
committee, in writing its report, should put away the zaé@em microscope; 
gay leave behind the atmosphere of innuendo and suspicion which, 
giving Mr. Shibley his due, is a technique that is designed to 
uncover the truth but is very unpleasant to the people who are 


undergoing it; but leave behind the atmosphere of innuendo and 


suspicion in which most of the questioning took places 


(Tape H-2668 follows) 
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I dente behind inthe stmesphere of -tmienda-and—susptetor wae. 
Lr-wt-whieh much of the questioning-tock-pimee;, take a view of 
the evidence as a whole and make your findings of fact based on 
the whole of the evidence and not just pick out little isolated 
documents and coindental dates and make inferences. If you take 
this broad approach, Hydro is confident that justice will have 
been done. 

That is the end of my submissions Mr. Chairman. I just 
wanted to add a personal note. I have never had an experience 
like this in my life. JI spent more time with this committee 
over the last four and a half months than I have spent with my 
family, Notwithstanding our little quarrels, I have ®& grown to 
have a good deal of respect for everyone here, Mr. Chairman, you 
with your good humour, unfailing good humour and sometimes in 
difficult situations. I feel that personally each one of you 
is a friend of mine, and my relationship with this committee is 
one that I mp have@joyed very much and I have also much admired 
the care and the conscientiousness in which you have gone about 
your duties. Thank you. 

Mr. Chairman: Thank you very much, Mr. Genest. You have had a 
difficult role and paeimamedt performed it well, and I have a few 
comments to make on that later on. Your summation has been a good 
summation and that, together with the g one of Canada Square 
will I know be very helpful in the committee doing its task of 
preparing the report, and they will be examined much more 
thoroughly in the next few days than they have been examined in 
the time we have listened to them this morning. 

Now Mr. Shibley, likewise, would like to make a few remarks. 
Mr, Shibley is in the enviable or unenviable position, depending 
on how you look at it, of going into the jury room with not only 
the meewmmeleven members of the jury, but the judges as well, and 
cee with tam that in mind he will have opportunity to comment on 
the evidence and when the report is being written, and we realize 
in so @@ doing he has an advantage, that the two PhP SREIE Sor counsel 


who have spoken this morning g do not have, but I think the committee 
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in its fair mindedness will try to keep all of these things in 
the right perspective. However, Mr. Shibley does not # now wish to 
comment on the evidence, but I think he has a few words or general 


remarks to make. 


Mr. Shibley: Thank you Mr. Chairman. First I'd like to 





compliment counsel for Canada Square and for Hydro. I think members 
of this committee have had displayed advocacy at its best. I 
do not view it to be my function as committee counsel to publicly 
review the evidence by way of contradicting or supporting any view 
expressed by them. I would qm not, however, want my silence 
respecting the submissions made to be interpreted in any way as 
acceptance of or agreement with the submissions that have been 
made, nor should it be interpreted as rejection. MMe Some very 
strong comment has been made respecting matters with which I 
think there is very cogent evidence to the contrary. I am not 
going to review it. I simply say that I think counsel Mg have 
fulfilled their function in putting the best face possible on the 
position of their respective clients and I have nothing but 
admiration for the manner in which they have done so. 

I do want to take the opportunity to make certain things 
a matter of public record, and the first has to do with¢ our 
Chairgman, John MacBeth. I think it should be known that our 
Chairman has, both during the course of the public aspects of this 
hearing, but more importantly to me, during the private discussions 
that I have had with him on numerous occasions, demonstrated an 
objectivity, a non-partisan attitude of mind in terms of his advice 
and his decisions as they affected the committee and as they 


affected my conduct , <thi@edkkamdaoitheton 
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oR the introduction of evidence before this committee. 

At no time, did the chairman of this committee ever do otherwise 
than to display, certainly to me, his complete and judicious 
fairness respecting the interests of all parties affected by 

the proceedings, and at no time did o otherwise than @e@ encourage 
me to examine carefully and in all see any element of 
the evidence, no matter how that issue might have affected any 
caettt aie group. 

And I most anxious that the record @ show that this 
committee has had the benefit of that sort of direction by the 
man who has been at the throttle, so to speak, of this committee's 
hearings. 

The other g thing I wish to make a matter of record 
is that the evidence is as complete as I could make it, subject 
only to the limitation imposed by witnesses who were less than 
frank and who were less than complete regarding their testimony. 
It is my personal estimate that this hearing could have been 
completed in less than half the time if everyone had, from the 
outset, complied with what I consider to have been their duty to 
co-operate fully and honestly with this committee and its counsel 

I am not again going to review the details of those 
circumstances of lack of co-operation, and lack of fulfilment 


— 


of that obligation. I think the evidence is replete with it 

and needs no repetition, But I say to you ree the 
only limitation which was imposed upon me respecting the 
completeness of the @ record, namely, the limitation resulting 
from lack of frankness and lack of completeness in the testimony 
given by certain witnesses, 


I would like specifically in that connection, to 


except Mr. Genest from that comment. I want the record to show 
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that Mr. Genest has, as counsel to Hydro, and throughout the 
period of his retainer by Hydro, afforded to me the utmost 
co-operation and the most complete assistance, and yes, sometimes 
advice, which I freely admit/respecting the conduct of ‘afm this 
hearing. My regard for Mr. Genest is now even higher than it 
was when this hearing began, and I might say that I have always 
held @ him in very high esteem, and I still say this in spite 
of; sie because of, the sense of humour perpetuated in 
his introduction of the last exhibit. 
perpetuate 

Mr. Chairman, I will have opportunity to ¢zpmeem@e my 
relationship with members of this committee when we deliberate 
upon the report, and will express myself privately at that time 
in terms of my own reaction to the nannen)Which this committee 
has conducted its affairs. I do not feel, therefore, its 
necessary to comment on that at this time. 

I would like to express thanks to those members of the 
press, who on various @ggumamepmetes occasions, when called upon 
so @ to do, did exercise restraint. The press has been subject 
to a great measure of egg criticism at given times. It is my 


function 
view that the press has a Sgemegspeerp/to fulfilgy in bringing matters 


such as this to the attention of the awthersetdes suchas 
amainies such _ ss this ane opdiact ener 


70 
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dn buinkinrinetters. such_as—thie tothe sttenttomerf the 
authorities, that inquiries such as this are conducted, and 
in the chain reaction of fae events, that public bodies are made 
alert of the circumstance, or to the circumstance, that the 
press are examining and will report upon their conduct ina 
manner which may well bring on this type of hearing, and although 
it is true that the press tends to be inflammatory at times, 
in terms of its reporting, I think it unfair to leave off without 
mentioning the reciprocal benefits that the public realize from 
the surveillance that is maintained by the press respecting the 
actions of public entities. 
I have nothing further to say at this time, Mr. 

Chairmaan. | 

Mr. Genest: Mr. Chairman, may I just, sinc e this is 
flower.throwing time and Mr.Shibley was very kind, I would like 
to say this because there have been tkroughout this hearing a 
lot of loud criticism by me about Mr, Shibley's various techniques 
and what he was doing to my witnesses and so on. I do wish to 
say this, that I think in the conduct of this inquiry he has set 
& standard against which all other future inquiries will be 
conducted, The industry he has shown «.I don't know how he has 
kept the flow of witnesses coming the investigations he has 
conducted have been thorough, have peatieD some cases he is » 
brilliant, ava Wnt1e I have complained, and I don't withdraw some 
complat nts that I have made, I think that the job he has done in 
the service of this committee, according to his duty as he saw it, 
has been absolutely brilliant and no one will ever say, whatever 
your report is, that this has been a whitewash. 

Mr. Chairman: Thank you, Mr. Genest, and to Mr. Shibley, 

members of the committee and to all those present, I, too, would 
like to make some concluding remarks. 


Our appointment went back tothe lst of May, cathe ae 
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rpoodness, not to 1972, Our first meeting was on'the 9th of 
May of this year. It has been a long time; at times difficult 
for all of us. However, Mr. Genestw said in part what I wanted 
to say about the five months of close relationship that we 

have enjoyed, and I say that word enjoyed adwiscdly . I have 
indeed gained a true fondness for everybody that has followed 
these proceedings as so many of you here this morning have done. 
Not only the members of the committee but all involved. I 
don't think you can live with somebody as closely as we have 
lived without Wf getting to know their strengths and their 
aweaknesses and when you do that I think you develop an affection 
for them and that certainly applies to me and I'm sure to other 
members of the committee in their own relationships with those 
who have been present. I think that as far #@ as the committee 
is concerned there has been very little political prejudice 
Shown. I won't say that there hasn't been any, but I think 

above all it has been slirht and that there has been a common 
concern of all the committee members to fairly complete the 
task that it has undertaken. Witnesses, there hag been many 
witnesses and some of them have been recalled on two or three 
or more than one occassion and many of them have had very stiff 
PAE cross-examination. They have served the public; I know 
that Mr. Shibley has some reservations in regard to the way 

some of them gave their evidence and I think members of the 
committee share that but most of them have given their evidence 
without recompense to themselves and as a public duty and I 


thank those members or those witnesses who came before us. 


There have been amazing number of people involved in 
one of these inquiries and Ww particularly this one. And just 
as an example I asked Alex Jenkins to get me some information 
here and I have a letter from Peter Brannan which I would like 


to read to you. It's not so much a letter as a memorandum: - 


li 
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Paul vitae Moore bas asked me to provide for you a list of all 
the people who have worked for Hansard in the coverage of 

the Hydro Select Committee meetings. I have therefore provided 
a list of all staff, permanent and temporary, and I am afraid 
that it is going to look like a roll of the dead of the 

First World Warg. There are so many of them. However, I am 
sure you realize that some of these people were involved 
relatively briefly while others had their noses to the grind- 


stone almost throughout. 
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an cache PAPI a fr view of my reference to World Warg 
One I should perhaps mention that three of our regular staff 
members are hors de combat as a result of injuries or 
sickness sustained during the battle. Our chief transcriber, 
Eileen McFadden, tripped while entering the elevator after 
a days toil about two weeks ago and sustained a chipped right 
collarbone, while one other transcriber and an editor are 
currently in hospital. They assure me their maladies are 
not connected with their toils on behalf of the committee. 
66one list is attached and may I say it HN oe 
been a pleasure despite the heat wave to serve such an 
understanding and appreciative committee. Sincerely, 
Pete Brannan.?? 

Now, let me just say - and I'm not going to read 
everybody's name in to the record here - but there have been 
some 37 people involved with the Hansard end of matters. 

Two who have been with us on the recording cons», Scott 
Laycox and David Batho, have been with us all the time and 
thanks to both of you gentlemen. Recording secretaries and 
they have been my joy in being able to take my eyes from 
time to time off counsel and look at something a little more 
exciting «Elaine Caverhill and Lucy Ivan. 

Then I just wish to mention again Alex Jenkins 
and Jack White who have done so much for us. There have 
been offset machine operators, messengers, people of that 
nature jen I come back of course to our own clerk, Paul Moore, 
who has not undertaken a job of this size before and who 
has not failed us yet and has done a good job. Paul has worn 
out two secretaries in the process and presently he is without 
the services of a secretary but there are people in the back- 
ground, such is that nature. 

Fred Beckforth and his assistant stewards in the 
lounge here have worked overtime on many occasions and have 


been most helpful to us. 
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Now there's one person whose task got heavier 
every day. I thought from time to time as I could see the 
end coming that my task was getting eaten alentel @ one 
fellow whose task got heavier every day as more material 
came in and that's Bill Murphy who has carried the material 
up and forth to the various rooms involved and tried to keep 
it Secuahs Sis to Ball we all owe a debt. 

Now, I have a few words for the members of the news 
media. I've taken them to task from time to time. I think 
the main objection perhaps I have had is to the editorial 
writers and the headline writers, not to the reporters. I 
feel that sometimes they have jumped to conclusions before 
they should have and before all the evidence was in ana Sue 
the matter. 

However, generally speaking, they have performed 
good service. I think ies have tried to be fair and accurahe 
and as Mr. Shibley indicated, this is a public inquiry and 
without the press it could be an inquiry but it couldn't be 
pub-zapand so I say my thanks to them. 

Counsel for witnesses; they have, I will admit, 
provided me with some tense moments from time to time but they 
have all served their clients vigorously as it is their duty 
to do. And I think that the aggressive nature of Mr. Shibley 
only made it right that we should permit the counsel for 
witnesses as much latitude as we have. 

Now, you know this was somewhat a departure from 
the procedure that select committees generally adopt where 
the witnesses may have feat their counselg present but that 
the counsel have very little to do in that or have been allowed 
little latitude. tions, (1 departed I think and made precedent 

? ? 
in this regard. I think it is right that we did so and you 
will note in the last few days of the inquiry that Mr. Genest 
particularly was doing almost direct cross-examination and I 
had some difficulty in cloaking the fact that the questions were 


going through me. But I think that was an aeeraces that was 
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reasonable and well-made. 

On many occasions I have been of the opinion 
that more damage was done by attempting to maintain privilege 
for evidence than the adverse nature of such avidence 
warranted. Those accustomed to court procedures critical 
of our iess defined and strict rulesy say that those who are 
used to court procedures have sds I think with reason, 
critical of our less defined and strict rules. Court rules 
are stringent to protect = accused persons and again I would 


remind all of see rae a you think that the chairman and the 


cammittee members have forgotten it from time to time, that 


this was not a trial but a fact-finding mission. 


On many occasions I had difficulty in determining 
what was paramount y the a Ne privacyy-the public's 
right to knowledge of its own business. Now I had to weigh 
those all the time and I think sometimes witness counsel felt 
that I erred on the wrong wings heads those were the things 
that I was trying to weigh in my mind; whether Sipemape the 


privilege of privacy was more important than the public's 
“wel 
aalbades to know what their own business was about. 
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adppostc, To my mind, it was frequently more@important that relativ 
information should be disclosed rather than leave the public to 
conclude that important or decisive information was withheld on 
technical rules. 

Now, just a word about Mr» Shibley and his @¢very able 
assistant, John BE11l. John BE11 and Mr. Shibley have worked, as 
you know, under great strain and under very heavy hours. They 
worked every minute while we were here, but that was only a part 
of their day. The rest of the time was spent in preparing the 
case away from here and on weekends, and I really don't know what 
sleep or what rest or relaxation they have had in the past five 
months. 

Mr. Bell, I think, has been with Mr. Shibley almost 
continually, and he was the one, if you sometimes thought Mr. 
Shibley was getting a little energetic or a little exercised, 
Mr. Bell, I know, was theaone who calmgly put his arm on his 
shouldersg and told him to take it easy ag Mr. BE11 has borne 

hearing 
a great G@e deal of this Baadketeesated on his shoulders as wellg. 

I reminded Mr. Shibley from the start that he was not 
counsel for the chairman, \geTias not counsel for any particular 
party, but that he was counsel for the entire committee. Now, 
all of us have had an aversion to in-camera #sessions, but I 
think we found it difficult to give proper instructions to our 
solicitor without having some sort of executive, or in_camera 
sessions. I know the press @ has been critical of us going 
into in camera, but I think that singce westarted to use them 
that they have shown their ibaa nd asia I would ask the press 
that perhaps in future, if these committees are ever held again, 
that they should be more tolerant of permitting the members of 


the committee to sit down in private with their counsel so 
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that they will know where they are going. IN that way I think 
it will save the committee tiitéet think it will save the public 
time and avoid some of the conflicts that we have had. 
Now, those, I think,are the words that I have for all 
of you. It's been a long, hot summer; sm it's been a difficult 
task for all, but I think that we are all happy that our labours 
have now been almost completed. I hope that the report will be 
worthy of the efforgmts that have gone into it. I don't think 
from that that it necessarily need to be a long report, but I 
hope that we will now come out with a am fair and accurate 
report on what actually took place. 
Is there anything else that anybody has to say? 


Mr. Wa. Newman: On#ly one request, Mr. Chairman,» 





Mr Chairman: Yes, Mr. Newman. 

Mr. We. Newman: elsnen we have finally written our 
report. @ Remember, paper is worth $10.00 a ton. We might 
recoup some of the cost of the hearing. 

Mr. Chairman: Maybe we can recycle it to help heat 
Hydro, I don't know. 

Mr. Genest: We don't want it. 


ee 


Mr, Chairman: You don't want it. Ladies and gentlemen, 





these public hearings are now concluded. Thank you all. 


The committee concluded at 12:44 o'clock, p.m. 
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